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WORLD NEWS 


Britain and Germany 
warn Saddam over 
weapons inspections 

Western governments stepped 
up pressure on Iraqi president 
Saddam Hussein to resume 
co-operation with UN weapons 
’inspectors. Britain and Germany 
called on Iraq to comply with UN 
resolutions on disarmament, and 
London said it would support the 
use of force. Page 4; OH prices 
rise. Page 30 

Delay threat to Russian strategy 
Russia’s parliamentary leaders 
welcomed the broad thrust of the 
government’s anti-crisis strategy 
but suggested amendments 
which could further delay its 
implementation. Page 3; 

Editorial Comment, Rage 17 

Third Pinochet warrant 
International pressure for former 
Chilean president General 
Augusto Pinochet to be prose- 
cuted increased when a French 
judge joined authorities in Spain 
and Switzerland by issuing an 
arrest warrant Page 8 

Taiwan reviews China policy 
Taiwan’s cabinet met to review 
its policy towards China in the 
wake of the resumption of 
high-level contacts with Beijing. 
However it said its attitude 
towards the Communist mainland 
had not changed. Page 6 

Israel defiant on settlements 
Israeli prime minister Benjamin 
Netanyahu said he would not 
stop expanding Jewish settle- 
ments even though the US 
believes it could hinder progress 
in implementing the interim 
peace accord. Page 4 

Kosovo crists talks 
US mediator Chris HHI returned 
to Belgrade for more talks on the 
Kosovo crisis as a target date for. 
reaching a deal on restoring 
autonomy to the Serbian 
province passed. Page 2 

Poland picks British advisers 
Poland has chosen tne UK to fiH 
a key advisory portfolio as pat 
of a European Union aid pro- 
gramme helping the country to 
prepare a strategy ahead of EU 
membership. Page 3 

German slowdown forecast 
German chambers of commerce 
forecast that economic growth 
would stow to about 2.5 per cent 
in 1999 from around 3 per cent 
this year. Page 2 

French bank rescue HI 
French taxpayers could end up 
looting a FFrIOQbn ($18bn) bill 
tor rescuing Credit Lyonnais, the 
troubled bank due to be priva- 
tised next year. Page 2 

EU beef ban vote 

European Union farm diplomats 
are expected to vote tomorrow 
on ending a 30-month ban on 
British beef exports. Page 10 

China opens shipping market 
China plans to award two com- 
prehensive shipping licences to 
European companies after a year 
o» EU lobbying. Page 9 

Left loses out in Macedonia 
A centre-right coalition looks set 
to take power in Macedonia after 
53 years of leftist rule. 

Because of tomorrow’s 
publication of the UK Pre-Budget 
report, the FT Review of 
Information Technology will 
now appear on Thursday 




Dresdner Bank 
slides into loss in 
third quarter 

The string of poor results from 
German banks lengthened yes- 
terday when Dresdner Bank 
reported a third-quarter operating 
loss of DM56.6m $ 34.5m), the 
first German bank to fall into the 
red because of recent upheaval 
in emerging markets. Page 19 

Sun Microsystems is facing an 
Industry revolt against its control 
of the Java computer language, 
as 13 companies announced 
they woula start setting thee - own 
standards for creating Java pro- 
grams. Page 19; Microsoft 
case. Page 8 

Citigroup, created from Citicorp, 
the US bank, and Travelers 
Group, the financial services 
group, saw its share price fall 3 
per cent amid growing concern 
about the implementation of the 
merger. Page 19; Lex, Page 18; 
Observer, Page 17 

A&das-Sakxnon, the world's 
second biggest sporting goods 
group, reported a DM271 m 
($165m) loss In its first nine 
months, triggering an abrupt 
drop in its share price. Page 19 

The London International Financial 
Futures and Options Exchange 
unveiled cost-cuts to restore its 
competitiveness with Eurex, the 
leading European exchange. 

Page 18; See Lex 

Astra announced a 14 per cent 
drop in thkd-quater profits as 
the Swedish pharmaceuticals 
group incurred sharply higher 
costs following the restructuring 
of its US joint venture with 
Merck. Page 20 

fita, the troubled ItaBan 
sportswear company listed In 
New York, has -turned to Ferrari, 
Italy’s sports cw manufacturer, 
to help revive Its flagging for- 
tunes and share price. Page 20 

Long-Term Credit Bank of Japan, 
the sling group due to be nation- 
alised, has been c riti ci se d fry 
secretly, paying money to its affil- 
iates before it applied for govern- 
ment support. Page 21 

Paul Anderson, new chief 
executive of Broken Hill Propri- 
etary, Australia’s largest 
resources group, said his priori- 
ties would be to restore share- 
holder value and overcome a 
“crisis of confidence". Page 21; 
Observer, Page 17 

Deutsche Telekom chief executive 
Ron Sommer warned that an 
escalating price war win make it 
much harder to produce “the 
results that our shareholders 
expect". Page 20 

Close Brothers Group, the UK 
investment bank, bought a 
majority stake in Freyberg 
Hambros, a Frankfurt-based cor- 
porate finance house. Page 24 

lex on Citigroup 
Can this 
merger work? 

Plage 18 
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Central banks hit 
at rate cut calls 

Trichet warns political interference could upset markets 


By David Bocban m London, 

Tony Barter in Frankfurt and 
Robert Graham in Baris 

Europe’s central bankers 
yesterday launched a counter- 
attack against calls by European 
centre-left governments for lower 
interest rates. 

Jean-Claude Trichet, governor 
of the Bank of France and future 
vice president of the European 
Central Bank, warned yesterday . 
that political interference could 
upset firmnriiii markets of 
the launch of the euro an Janu- 
ary L 

“Any suggestion that central 
banks were on the way to losing 
their independence would affect 
savers’ confidence both In 
Europe and worldwide, and as a 
result interest rates would go 
up," Mr Trichet told a parliamen- 
tary committee in Paris. 

Jurgen Stark, the Bundesbank 
deputy vice-president, also 
suggested that rates in the future 
euro zone might have to rise if 
governments failed- to control 
their budget deficits. 

“Since the decision on the start 
of monetary union, efforts to 
bring down deficits have slack- 
ened,’* said Mr Stark. “Excessive 
ripflrit g are damag in g . The Euro- 


pean Central Bank could be 
forced to react with interest rate 
increases.” 

Gerhard Schrttder, German 
chancellor, yesterday toned down 
his earlier warning that central 
banks should accept their respon- 
sibility for promoting growth. 

He merely called for an open 
debate about the level of interest 
rates. 

Mr Schrdder was speaking 
after talks with Tony Blair, the 
British prime minister, whose 
government has also come under 
fire for appearing to pressure the 
Bank of England to reduce rates. 

Mr SchrOder said: “In Germany 
there is a discussion of how high 
or low interest rates should be. 
This (discussion) needs to be 
open without anyone feeling 
embarrassed or that their toes 
have been trod on. Debate is not 
decision-making.” 

Mr SchrOder maria clear that he 
would prefer that the issue is 
thrashed out in private when his 
new finance minister, Oskar 
Lafontaine, attends a meeting of 
the Bundesbank later this week. 

Mr Lafontaine yesterday dis- 
claimed any intent to attack the 
German central bank. 

Meanwhile, the UK govern- 
ment came under strong pressure 


from business leaders and Euro- 
pun allies to speed up moves to 
join the single currency, as it 
emerged that the Treasury’s out- 
line national changeover plan 
envisages a transition period that 
could last until 2005. 

Gordon Brown, UK chancellor, 
announced that the . changeover 
plan will be published in Janu- 
ary, but the Confederation of 
British Industry called on the 
government to set a target date. 

Both Mr SchrOder and Jose 
Maria Aznar, the Spanish prime 
minister, expressed support at 
the CBt conference in Birming- 
ham for greater British engage- 
ment in Europe. 

• Mr Blair and Mr Schroder 
agreed to upgrade AngfoGerman 
contacts, setting up a joint task 
force to study issues such as wel- 
fare reform and innovation. 

Peter Mandelson. trade secre- 
tary, and Bodo Horn bach, head of 
the chancellor's office, will chair 
the committee which will reaf- 
firm the governments’ commit- 
ment to “new centre politics". 


EC8, Page 3 
Rate cut cafe, Page 10 
Sense and sensibBty, Page 17 
EcBtorial Comment, Page 17 
Lex, Page 18 



Double visionary: Gerhard SchrOder addressing British industrialists Reuters 


LEWINSKY SCANDAL APPEARS NOT TO HAVE DONE THE SERIOUS ELECTORAL DAMAGE FOR WHICH CLINTON'S OPPONENTS HAD HOPED 


Democrats narrow gap on Republicans 


By Marie Suzman in Washington 

US Democrats have significantly 
narrowed-' the gap with the 
Republicans in the run-up to 
today’s Congressional elections - 
dashing Republican hopes that 
the Monica Lewinsky scandal 
would seriously damage Presi- 
dent Bill Clinton's party. 

Following two weeks of frantic 
campaigning, a string of last-min- 
ute voter surveys found key 
races evenly balanced. At least 
six Senate races and nearly a 
dozen House seats are regarded 
as too close to call, with the key 
for either side expected to be 
voter turnout. 

Although two separate polls at 
the weekend gave the Democrats 
a slight overall edge nationally. 


conservative Republicans are still 
expected to vote In larger num- 
bers because of their disgust at 
Mr Clinton over his aftafr- with 
Ms Lewinsky, a former White 
House intern. 

A poll by the Pew Research 
Center p ublished in the Washing- 
ton Post yesterday found that 46 
per cent of likely voters said they 
would support a Democrat for the 
House, while 44 per cent said 
they would support a Republican. 
Two weeks ago, 48 per cent of 
likely voters favoured the Repub- 
licans, while 43 per cent favoured 
Democrats. 

In an effort to ensure that loyal 
Democrats go to the polls, Mr 
Clinton yesterday made a series 
of appeals to African-Americans 
- a core Democratic constituency 


who traditionally .do pot turn out 
in high numbers in ncm-presiden- 
tial elections - to vote. 

"Everybody’s vote counts 
unless you don’t show up” be 
said in an interview with a black 
radio programme. “If we want 
our voices heard and we want to 
continue the progress of the last 
six years I need some support in 
Congress." 

Republican strategists were 
yesterday playing down their 
chances, with most now predict- 
ing only a slightly increased 
majority in both houses. 

As recently as last month, 
party leaders had been forecast- 
ing an overwhelming victory. 
However, a string of recent policy 
successes by Mr Clinton, public 
exhaustion with the Lewinsky 


scandal and' several strong cam- 
paigns by individual Democratic 
candidates Democratic have 
helped the Democratic party 
shore up its support. 

“The Clintons have both done a 
very good job in the past month.” 
said Karlyn Bowman, a political 
analyst with the American Enter- 
prise Institute. 

“Bill Clinton has looked very 
presidential working on Middle 
East peace and the economy 
while Hillary Clinton has helped 
Democrats out in key races." she 
said. 

Overall. 34 Senate seats and 36 
governorships are up for election, 
in addition to all 435 seats of the 
House of Representatives. The 
most closely watched races are in 
the Senate. The Republicans 


have an outside chance of gain- 
ing the five seats necessary to 
give them the 60 votes needed to 
overcome legislative filibusters. 

Solid Republican gains could 
also encourage the party to move 
forward with impeachment pro- 
ceedings against Mr Clinton. 
However, the White House is 
hoping that a strong Democratic 
showing will make Congress 
more likely to agree to a punish- 
ment short of impeachment, most 
likely some form of censure. 

Republicans are expected to 
add to their 32 state governor- 
ships, but Democrats seem likely 
to win the stogie biggest prize • 
the governorship of California. 

Election night guide. Page 8 
Editorial Comment, Page 13 


Gazprom sale 
given go-ahead 


By Arkady Ostrovsky in Moscow 

Boris Yel tsin, the ailing Russian 
president, yesterday signed a 
decree clearing the way for the 
landmark sale of up to 5 per cent 
of Gazprom, Russia’s biggest 
company and the world's largest 
natural gas producer. 

The sale could raise about 
Sl.lbn for the Russian govern- 
i meat based on the current price 
of Gazprom American Depositary 
Receipts. 

That is less than Moscow 
hoped for when it proposed the 
sale in July, before the recent 
market turmoil. 

The passage of the decree, 
which pushed Gazprom domestic 
shares up more than 25 per cent 
to close at Rbsl.9 a share, 
removes the only legal constraint 
to the sale. 

According to Alexander Semen- 
lak ftj Gazprom’s finance director, 
the decree allows the government 
to sell the 5 per cent stake in 
ports, rather than as a single lot 
and creates better rhanre*; for a 
successful sale. 

“At a time of turmoil in the 
markets it is easier to sell a 
smaller stake in Gazprom." Mr 
Semeniaka said. The govern- 
ment. which holds 40 per cent of 
Gazpronz, Is expected to sell 
between 12 per cent and 3 per 
cent of the company, according 
to a senior government source 
quoted by the Interfax news 
agency. Deutsche Bank Is advis- 


ing the government on the sale. 

The sale of the stake Is a cru- 
cial test of Russia’s ability to pri- 
vatise its assets at a time of eco- 
nomic crisis. 

“FTom the gove rnment ’s point 
of view it is Important to get 
some cash; from our point of 
view it is important to c h ange 
the attitude to Russian compa- 
nies," Mr Semeniaka said. 

While it is unlikely any portfo- 
lio investors would buy a stake 
in Gazprom, given Russia’s pres- 
ent economic climate, it could 
attract long-term strategic inves- 
tors. Last week the government 
confirmed tt was talking to Ruhr- 
gas, the German utility and Gaz- 
prom’s biggest export customer. 
Mr Yeltsin’s decree confirms an 
Increase in the limit for foreign 
participation in Gazprom from 9 
per cent to 14 per cent 

The decree will allow -both the 
company and the state to proceed 
with share sales. Gazprom has 
already sold about 2 per cent of 
its shares to foreigners, and is 
keen to sell an additional 
tranche, separate from the gov- 
ernment sale, to fund an ambi- 
tious Investment programme and 
cement its strategic alliances 
with Royal Dutch/SbeQ and Eni. 
If the government sold 5 per cent 
of the company, Gazprom Itself 
would be free to sell an addi- 
tional 7 per cent 

Primakov strategy, Page 3 
Editorial Comment, Page 17 
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Credit Lyonnais rescue costs soaring 


By Samer tekandar bi Paris 

Rescuing Credit Lyonnais, 

the troubled bank due to be 
privatised next year, could 
cost French taxpayers well 
over FFrlOObn tSisbn). it 
emerged yesterday. 

The estimate, the first 
dear indication of the even- 
tual cost of the bail-out since 
the bank's troubles became 
public in 19%, was made pos- 
sible yesterday when Jean 
Peyrelevade, its chairman, 
valued Credit Lyonnais at 
FFr35bn-FFr40bn. Of that. 

the state could hope to 


‘Cautious 
optimism’ 
in Germany 

By Peter Norman to Bom 


The German chambers of 
industry and commerce 
(DEHT) yesterday forecast 
that economic growth in 
1999 would slow to about 2.5 
per cent from around 3 per 
cent this year, but warned 
that the outlook could 
worsen If business reacted 
negatively to the policies of 
the new Social Democrat- 
Green coalition in Bonn. 

Franz Schoser. the DIHT’s 
managing director, said the 
chambers’ autumn survey of 
25,000 businesses in manu- 
facturing, construction, the 
retail and wholesale trades 
and other services showed 
“cautious optimism” about 
the future. 

While exporters expected a 
“marked slowing” of busi- 
ness, the survey pointed to a 
gradual strengthening of 
domestic demand, with trad- 
ing companies more optimis- 
tic and the building sector 
shedding some of its gloom. 
Business investment is 
expected to grow in 1999, but 
more slowly than expected 
at mid-year. 

The survey was conducted 
before the September 27 elec- 
tion victory of Chancellor 
Gerhard Schrader and the 
emergence of a red-green 
coalition In Bonn. But a sup- 
plementary poll after the 
election showed the “great 
majority’' of companies saw 
no short-term reason to 
revise their plans. 

Businesses in western Ger- 
many were slightly mare 
bullish than those in the 
east 
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recover FFr25bn-FFr3Qbn. 

In May, the European 
Commission cleared a gov- 
ernment-backed rescue pack- 
age estimated at FFrl20bn- 
FFrl50bn. But according to 
some Commission calcula- 
tions, the amount could be 
as high as FFri90bn. 

The final toll for the 
bank's reckless expansion in 
the late 1980s and early 1990s 

has grown steadily ever 
since its troubles came to 
light. As recently as 1995, 
after a “bad bank" was cre- 
ated to take over the man- 
agement and disposal of 


FFrSOObn of Credit Lyonnais' 
doubtful assets, the finance 
mini stry was still claiming 
the bank would be rescued 
without resorting to the pub- 
lic purse. 

COR, the bad bank, will be 
sold in coming weeks for a 
symbolic FFri5m to EPFR, a 
governmental entity, as part 
of a privatisation plan 
announced last week by 
Dominique Strauss-Kahn. 
the economics and finance 
minister. The privatisation, 
imposed on the French gov- 
ernment by Brussels as a 
condition of its approval of 


the rescue, will include the 
sale of up to one-third of 
Credit Lyonnais to a group 
of long-term institutional 

shareholders. 

In a radio interview, Mr 
Peyrelevade also said: “We 
do not wish to have among 
our shareholders people who 
are direct comped tors." The 
statement is bound to upset 
Karel Van Miert, the Euro- 
pean competition commis- 
sioner. Yesterday the French 
finance ministry took his 
part, saying that the privati- 
sation of Credit Lyonnais 
would be “carried out in an 


open, transparent and non- 
discri minatory manner”. 

Co mme nting on the possi- 
bility that Ban true Nationale 
de Paris and Soctete Gener- 
ate. France's largest listed 
banks, might want to invest 
in Credit Lyonnais, Mr Pey- 
relevade said; “I want nei- 
ther one nor the other.” 

He said the group of core 
shareholders had to consist 
of "people who have helped 
us in our difficult period". 
These included Paribas, the 
wholesale bank whose con- 
sumer-oriented products are 
distributed by Credit Lyon- 


nais: Allianz, the German 

insurer which also sells ser- 
vices in Credit Lyonnais 
branches; and Axa. the larg- 
est French insurance com- 
pany. “which has always 
had a completely co-opera- 
tive and friendly attitude", 
according to Mr Peyrelevade. 

By October next year, the 
government’s stake in Credit 
Lyonnais will have to fall 
below 10 per cent. Another 
10 per cent will be sold to 
the bank’s employees at pref- 
erential conditions, while 
the remaining 47-50 per cent 
will be floated. 


Macedonia’s voters 
decide to trust a 
‘bandit’ in a suit 

The next government coalition will include 
the heirs of a widely feared revolutionary 
group, writes Kerin Hope in Skopje 


L jubcbo Georgievski. a 32- 
year-old poet and leader 
of tbe Internal Macedo- 
nian Revolutionary Organi- 
sation (VMRO), wears a suit 
and wants to talk about join- 
ing tbe European Union. 
Only the beard - a carefully 
trimmed affair traditional 
for VMRO’s komitas (brig- 
ands) - hints at his party’s 
past as one of the world’s 
first modern-style terrorist 
organisations. 

VMRO is now part of a 
pro-market coalition, 
together with the Demo- 
cratic Alternative, which 
won 58-59 of 120 seats in 
Macedonia's elections last 
Sunday, pushing out the rul- 
ing Socialist Democrats. The 
"bandits”, however, have 
come a long way since the 
1920s. 

For people in the southern 
B alkans . VMRO is an acro- 
nym redolent of violence. 
Between the two world wars, 
VMRO’s komitas carried out 
political assassinations, ter- 
rorised villagers and exacted 
tribute on the ground of 
fighting for an independent 
Macedonia. 

Many Macedonians can 
Still recall VMRO's mass kill- 
ings and the confiscation of 
livestock and crops. “My 
grandfather travelled across 
tbe region dealing in tobacco 
and wheat. He paid more 
gold sovereigns to VMRO in 
protection money than 
taxes." said Ljupcho 


Simoski, an engineer. 

Disbanded under commu- 
nism, VMRO went under- 
ground. But when Macedo- 
nia declared independence 
from tbe collapsing Yugo- 
slav federation in 1992, it 
reappeared as VMRO -Demo- 
cratic Party for Macedonian 
National Unity, with an 
unashamedly nationalist 
platform. 

VMRO-DPMNE revived the 
komitas' dream of uniting 
western Bulgaria and north- 
ern Greece in a Greater Mac- 
edonia. But voters were then 
more concerned about Mac- 
edonia's drastic economic 
decline and precarious politi- 
cal stability. 

“History makes people 
sympathetic to VMRO.” said 
Zoran Antonovski. a driver. 
“But I was afraid to vote Tor 
them, because I thought 
they’d provoke a war with 
one of our neighbours.” 

Seven years later, how- 
ever, VMRO has succeeded 
in persuading voters that it 
is a party of peace. As a 
result it won by far the larg- 
est share of the vote on Sun- 
day. with 46-17 seats against 
29 for the ex-communist 
Social Democrats, and 12 for 
VMRO’s allies, the Demo- 
cratic Alternative (DA). 

This transformation from 
nationalist pressure group to 
centre-right political party 
owes much to Vasil Tupur- 
kovskt a US-educated inter- 
national lawyer who founded 



Tupurkovski (toft) celebrates the coafition's election victory with Georgievski, the VMRO leader AP 


the DA earlier this year. His 
political skills and popular- 
ity with young voters gave a 
decisive boost to VMRO's 
credibility. “We ran a joint 
campaign." Mr Tupurkovski 
said. “We helped VMRO 
modernise so they can come 
to power. They give us the 
weight of a big party." 

r Tupurkovski has 
worked especially 
hard to persuade 
VMRO to abandon its tradi- 
tional hostility towards Mac- 
edonia's large Albanian 
minority. 

Tbe conflict in Serbia's 
Albanian-populated province 
of Kosovo, next-door to Mac- 
edonia, has increased ten- 
sions between Slavs and 
Albanians, who form some 
23 per cent of the population. 

With Mr Tupurkovski as 
intermediary, the VMRO-DA 
coalition is negotiating with 
the Democratic Party of 
Albanians, a radical group 
which used to promote sepa- 
ratism and won 11 parlia- 
mentary seats on Sunday. 
Without support from the 
Albanians, VMRO-DA would 


find it hard to govern. 

Mr Tupurkovski also 
helped VMRO underline its 
break with the past by focus- 
ing its election wunpaig n on 
Macedonia's economic pros- 
pects. One campaign poster 
showed a ripe tomato, 
labelled with the party sym- 
bol of a lion and a supermar- 
ket bar code. Another fea- 
tured an al uminium drinks 
can with the VMRO lion as 
brand labeL 

“We’re for change, not the 
sort that frightens people, 
but to create jobs and oppor- 
tunities to build small busi- 
nesses,” Mr Georgievski 
said. “We are for a stable 
Macedonia which can grow 
closer to its neighbours." 

Although Macedonia has 
made progress on reforms 
agreed with the Interna- 
tional Monetary Fund and 
economic growth has turned 
positive, the official unem- 
ployment rate of 30 per cent 
is the highest in eastern 
Europe. Small businesses 
struggle to survive because 
they lack access to bank 
loans. Many families have 
turned to subsistence farm- 


ing to make ends meet 

“Macedonia should 
become a high-quality agri- 
cultural producer and food- 
processor supplying markets 
abroad. The way to beat 
unemployment is to encour- 
age development of family- 
sized agri-business units," 
Mr Tupurkovski. He has 
pledged to bring Slbn in for- 
eign investment, with assis- 
tance from ethnic Macedo- 
nians in the US and 
Australia who retain their 
parents' sympathy for 
VMRO. Boris Stqjmenov, an 
accountant who recently 
took over as VMRO’s eco- 
nomic policymaker, said the 
lack of transparency in Mac- 
edonia's privatisation pro- 
gramme and the absence of 
investment incentives for 
foreigners were stronger 
deterrents than the risks of 
Its position in the turbulent 
■ Balkans. 

"There are issues of land 
ownership, tax arrange- 
ments and shareholding 
structures in state enter- 
prises to be settled before we 
can compete for big invest- 
ment in this region." he said. 


KOSOVO CRISIS DESPITE TIMETABLE SLIPPAGE US ENVOY STILL HOPEFUL AGREEMENT IS NEARER 


Mediators aim to heal Albanian splits 


By Guy Diranore in Belgrade 

The US mediator. Chris Hill, 
returned to Belgrade yester- 
day for more talks on the 
crisis in Kosovo as a target 
date for reaching a deal on 
restoring autonomy to the 
Serbian province passed 
without agreement. 

Diplomats said the US 
shuttle mission was making 
steady progress and they 
were not too worried about 
the slippage in the timetable 
set by tbe six-nation Contact 
Group last month. Mr Hill 
has said he is hopeful that 
the leaders of the Kosovo 
Albanians and the Serbian 


authorities would reach 
agreement “within weeks". 

Under the US-mediated 
deal, Kosovo's 2m or so 
people would be given sub- 
stantial political autonomy 
for a three-year interim 
period. Elections would be 
held within nine months, an 
amnesty granted to many 
who took part in the conflict 
and a new police force com- 
posed to reflect Kosovo’s eth- 
nic composition. 

But the fractious Kosovo 
Albanian leadership objects 
that Kosovo's status within 
Serbia and the Yugoslav fed- 
eration Is not defined. Vari- 
ous groups, including the 


pro-independence Kosovo 
Liberation Army (KLA), 
want a binding referendum 
at the end of the interim 
period giving the Albanian 
majority the right to self-de- 
termination. 

Diplomats want to move 
the political track of the 
peace process forward while 
events on the ground permit 
Only sporadic shooting has 
been reported over the past 
week, following a with- 
drawal of Serbian special 
police units. Most refugees 
living in the open have come 
down from the hills to find 
some kind of shelter. 

But some police units 


remain and the KLA Is 
quickly regrouping, receiv- 
ing fresh supplies of weap- 
ons from Albania. 

“If the international com- 
munity does not provide 
security . . . and tbe terror- 
ists go wild then the area 
will become unstable and 
Serbia will have to start a 
new action of cleansing Kos- 
ovo of terrorists," Tomislav 
Nikolic, the Serbian deputy 
prime minister, warned. 

Last week the US special 
envoy. Richard Holbrooke, 
said Serbia's position on 
autonomy was “far short of 
what we think Is desirable 
and necessary”. But most 


diplomats agree the main 
hurdle is to get the Kosovo 
Albanians to teach a com- 
mon understanding among 
themselves. The KLA has 
warned Ibrahim Rugova, the 
elected “president" of the 
Kosovo Albanians, that he 
would be branded a traitor if 
he signed a deal without its 
blessing. 

The KLA itself is a shad- 
owy organisation with no 
dear command structure or 
political wing. To get the 
rebels on board, US diplo- 
mats are bolding talks with 
local commanders in Kosovo 
and political representatives 
based in Geneva. 


_ NEWS DIGEST 

HOLOCAUST CLAIMS 




New US lawsuits against 
three German banks 

Three big German commercial banks have been 
confronted with fresh compensation claims from Holocaust 
survivors fa the US ewer allegations about their role during 
the second world war. 

The latest claims - filed fa New York - are against Deut- 
sche Bank. Germany's largest bank, Dresdner Bank and 
Commerzbank, as well aa against several other unnamed 
financial institutions, according to bank spokesmen yester- 
day. Bath Deutsche and Dresdner were named in suite 
earlier this year, but this is the first time that Commerz- 
bank has faced legal action over its activities during the 
Nazi era. 

Legal actions against European banks and companies 
have Increased dramatically since the two largest Swiss 
banks were persuaded to pay substantial sumsrto Holo- 
caust survivors earlier this year. 

Germany’s industrial companies have also come under 
pressure to compensate former slave labourers who 
worked in their factories during the second world war. 
Gerhard Schrfider, the new chancellor, has raised the pos- 
sibility of companies funding a voluntary nationwide fund 
for slave labourers in an attempt to stave off legal action. 
Graham Bowfey, Frankfurt 

MECKLENBURG ELECTION 


Ex-communists join coalition 

The successor party to the former East Germany’s com- 
munists yesterday joined a governing coalition for the first 
time since German reunification in 1990. 

The deal between the Party of Democratic Socialism and 
the Sodal Democratic party in the north -eastern state of 
Meckfenburg-Vorpornmori gives the PDS three out of nine 
cabinet posts fa the state government The deal followed 
elections which coincided with the SPD's victory fa Ger- 
many’s general election on September 27. 

Although the PDS hailed the deal as a breakthrough, the 
pact has caused tensions within the SPD at national level. 
Yesterday Oskar Laforrtaine, SPD chairman, said the two 
parties were at odds on many issues, including foreign 
policy, but relations had taken on an “element of normal- 
ity”. The SPD's Harald Ringstorft Is expected to be elected 
today as new prime minister of Mecklenburg-Vorpommern. 
• The SPD national leadership voted overwhelmingly to 
propose Johannes Rau, former prime minister of North 
Rhine Westphalia, as the next German president 

Mr Rau’s nomination came despite pressure from within 
the party for a female candidate. The successor to Presi- 
dent Roman Herzog will be elected by parliament and the 
Under, or state, governments on May 23. 

Ralph Atkins, Bonn 


SATELLITE CRASH 


Ukrainians find rocket fault 

A Russian- Ukrainian investigation commission has found - 
that computer faults were responsible for the crash of a 
Ukrainian-made Zenit-2 rocket in September, the rocket’s 
designers said yesterday. 

"Two faults appeared in quick succession In the rocket's 
computer and caused the failure of Zenit's regulatory sys- 
tem and the crash of the booster," the Zenit’s design 
bureau, NPO Yuzhnoye, said. "The faults had a random 
character and were not a consequence of design or con- 
struction defects, or of incorrect operation." 

A Ukrainian security official said last month the crash, 
which destroyed 12 communication satellites owned by 
the Global star telecoms consortium could jeopardise the 
Gtobaistar contract. Gtobalstar had previously planned to 
launch 36 satellites with the Zenit booster. 

Ukraine's Space Agency said it hoped the consortium, 
which has demanded guarantees that the crash was a 
one-off accident, would maintain the contract despite the 
crash. Reuters, Kiev 


TURKISH ISLAMISTS HELD 


Ataturk ‘bomb plot 1 foiled 

Turkey said yesterday rt had detained 23 militant Islamists 
who planned to crash an aircraft packed with explosives 
on to the mausoleum of Mustafa Kemal Ataturk, the 
founder of the secular state. 

Erol Cakir, governor of Istanbul, told reporters the sui- 
cide attack had been planned to coincide with festivities 
last Thursday marking the 75th anniversary of the republic. 
A second operation, to seize an important Istanbul 
mosque and “fight to the death", had been planned for the 
following day. 

Police displayed sticks of dynamite, rifles, revolvers, 
ammunition and Islamic green flags at Mr CaWris news 
conference. Mr CaWr said the militants had planned to tie 
a banner to the tail of the aircraft proclaiming “We Will Fol- 
low the Father” - a declaration of loyalty to Ataturk that 
might have guaranteed passage over Ankara. 

Reuters, Istanbul 
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HAT BROUGHT THEM TOGETHER? SUPERIOR 
WHAT KEEPS THEM TOGETHER? THE BANK 


PERFORMANCE. 
OF NEW YORK. 


Along the historic hallways of Norwich Union, modem ways of doing business are the order of the day. * A new way of managing assets Is raising 
new profits for Independent Financial Advisers tike Mark Poaer. That approach? Outsourcing the custody operations for the entire investment arm 
of the insurance giant, ffi The bank entrusted? The Bank of New York. «> By having the Bank manage custody of assets, the Investment arm of Norwich 
Union has been able to concentrate on its core business: creating higher investment retums.This has helped Independent financial Advisers like 
Mark prosper by having a superior sec of products to market- « Today, thousands of clients are USingThe Bank of New York to enhance relationships 
with their investors. In the UK, Norwich Union Investment Management's Daron Pearce and his client Mark Potter are just one example. 
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Parliamentary chiefs back Primakov’s strategy 


" S ^iBs, 

banks 




By John Thomhffi hi Moscow 

Russia’s parliamentary 
lMders yesterday welcomed 
the broad thrust of the gov- 
ernment's anti-crisis strat- 
egy hut suggested a string of 
amendments, which could 
V-^j further delay its implemen- 
i tation. 

Their comments na me in 
talks with Yevgeny Prima- 
kov, the prime minister, who 
unveiled the main elements 
- but few details - of his 
government's economic 
thinking on Saturday after 
almost two months of delib- 
eration. 

Mr Primakov yesterday 
repeated his calls for lower- 
ing tax rates, the imposition 


of partial currency controls, 
support for the "real" econ- 
omy, and the printing of a 
limited amount of money to 
pay off wage arrears. 

“State intervention in eco- 
nomic life is essential to 
establish economic order," 


Mr Primakov said, promising 
- to adopt many of the parlia- 
mentary leaders’ sugges- 
tions. 

Yegor Stroyev, the influen- 
tial speaker of the upper 
bouse of parliament, said it 
was practically the first time 


the main parliamentary fac- 
tions and regional leaders 
had agreed on a course of 
action. - 

But he said the govern- 
ment's economic measures 
would require the adoption 
of at least 40 new laws. "We 


agreed to review and adopt 
them diligently and very 
quickly,” Mr Stroyev said. 

Although Mr Primakov is 
steadily building domestic 
political support for his eco- 
nomic thinking, he has so 
far foiled to convince foreign 


IMF may offer funds to Belarus from ‘external shock’ credit facility 



A mission from the 
Internationa) Monetary Fund 
arrived in Belarus yesterday 
to assess the possiblflty of 
eKtendflig .a loan under a - - 
little-used facility to help 
countries deal with external 
shocks, Reuters reports 
from Minsk. 

"The goal of the mission is 
to assess the current 


economic situation in 

Belarus and the possibility of 
offering a credit from the 
Compensatory and 
Contingency Financing . 
Facility,” said an official from 
the IMPs Minsk office. 

To get funds Belarus 
would have to demonstrate 
that its economic problems 
were caused by Russia's 


financial problems rather 
than by domestic poBcies. 

The mission plans to meet 
President Alexander 
Lukashenko (pictured left), 
Sergei Ling, prime minister, 
Pyotr Prokopovich, central 
bank chairman, Vladimir 
Shimov, economy minister, 
and Nikolai Korbut, finance 
minister. 


investors that tt amounts to 
a comprehensive pro- 
gramme. 

The International Mone- 
tary Fund, which has 
extended billions of dollars 
of loans to Russia over the 
post four years, has already 
criticised the government’s 
economic measures for foil- 
ing to address the country's 
acute fiscal crisis. 

Private foreign investors, 
who are still locked in talks 
with the Russian govern- 
ment over the restructuring 
of the domestic debt market, 
have also expressed scepti- 
cism about the government's 
intentions. 

A research report from 
MFK Renaissance, a 


Moscow-based investment 
bank, said the Russian gov- 
ernment had still not come 
up with a coherent plan to 
tackle the country's crisis, 
arguing Mr Primakov's gov- 
ernment was "slowly going 
nowhere". 

Victor Gerashchenko, 
chairman of the central 
bank, said Russia was 
unlikely to extend a 90-day 
moratorium preventing Rus- 
sian commercial entities 
from making foreign debt 
repayments. This implies 
that creditors will be 

allowed to press for repay- 
ment of their loans after 
November IS, threatening to 
push many Russian banks 
into bankruptcy. 


> ECB: subservience or an identity of its own? 


join coalition 


rocket fault 
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By Wolfgang HOndtau 
in Frankfurt 

One unresolved question 
about European economic 
and monetary union is just 
how much power the new 
European Central Bank will 
have. 

Will the ECB develop its 
own identity, or will it 
become subservient to the 
participating national cen- 
tral banks? 

This is a structural prob- 
lem. The six members of the 
ECB's executive board will 
be confronted by ll national 
governments, 11 national 
central banks, the European 
Commission and the Euro- 
pean Parliament 

The ECB has only around 
500 staff, while the national 
central b anks employ over 
60DOO. The governors of the 
national central banks hold 
a majority of votes in the 
governing council: 11 votes 
against the ECB's six. 



ECB watch 


Francesco Giavazzi, a for- 
mer top official at the Italian 
treasury, worried in a news- 
paper article last week that 
the national central banks 
wielded too much power 
under the new regime. He 
said the ECB was In danger 
of becoming an emasculated 
secretariat. 

Some ECB insiders share 
these concerns. 

Hans Tietmeyer. president 
of the Bundesbank, stressed 
repeatedly that the Euro- 
pean System of Central 
Banks /ESCB) - the network 
comprising the ECB and 
national banks - would be 
for more decentralised than 
the German system. 

The Landeszmtraltxmken 
are not nearly as powerful in 
German; as the national 


central banks will be in 
Europe. 

Barry Eichengreen, a US. 
economist, said Europe 
could learn from the mis- 
takes of the Federal Reserve 
System, which was first 
established as a highly 
decentralised central bank- 
ing system by the Federal 
Reserve Act in 1913. It 
descended into chaos.* 

“The first 22 years of the 
Federal Reserve System’s 
existence thus can be char- 
acterised as a trial-and-error 
process leading ultimately to 
the effective centralisation 
of authority," he wrote. 

This period was character- 
ised by continuous power 
struggles between the Wash- 
ington-based Federal 
Reserve Board and the fed- 
eral reserve banks,- as well 
as between the reserve 
banks themselves - notably 
Chicago and New York. 

This internecine conflict 
contributed to the bank foil- 
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ures that triggered the Great 
Depression of the early 
1930s, because the Federal 
Reserve Board was unable to 
act as an effective lender of 
last resort 

The International Mone- 
tary Fund recently criticised 
the ESCB statutes for the 
same reason. Neither tbe 
ECB nor the ESCB have an 


explicit role as lender of last 
resort 

At tbe same time, tbe 
national central banks can- 
not unilaterally provide 
liquidity support, because 
they are not in a position to 
print money. 

This vacuum leaves 
Europe vulnerable to a sys- 
temic financial crisis. 


A new beginning for Slovakia as Meciar steps down 


At stake are ties with other countries, after 
spats with neighbours and alienation from;;. 
Nato and the EU, says Robert Anderson 


W hen. Vladimir Meciar 
conceded defeat alter 
September's election 
he reproached Slovaks for 
their ingratitude, sang a folk 
song - "Farewell, I leave 
you. i never hurt, I never 
hurt any of you" - and 
waved goodbye. 

It was, the prime minister 
told viewers, “the end of the 
Slovak path of transforma- 
tion”. a path he had trail- 
blazed. with two short Inter- 
ruptions. from the first elec- 
tions after communism in 
1990 through independence 
in 1993 to his official resigna- 
tion last week. 

But the new government 
is not counting on Mr Mec- 
iar’s retirement. It knows 
that, unless it can keep 
together, solve deep political 
divisions and economic prob- 
lems and bring home diplo- 
matic success. Mr Meciar 
could rise once more from 
the political grave. 

The challenge is a particu- 
larly daunting one for a gov- 
ernment which uneasily 
combines left and right and 
is headed by a relatively 
inexperienced prime minis- 
ter. At stake are Slovakia's 
relations with the rest of the 
world, after years in which 
Mr Meciar argued with the 
Czech Republic and Hungary 
and alienated Nato and tbe 
European Union. 

To a great extent, it was 
the outpourings of Mr Mec- 


iar!s contempt for the'bppo? 
sition which hurt the coun- 
try’s relations with the west 
aid contributed to its diplo-- 
matic isolation. 

His .government brushed 1 
aside checks by parliament, . 
the president and tbe consti- 
tutional court, filled posts 
with placemen, privatised 
assets to supporters, 
attacked the media and .set 
up parallel trade unions and 
local government associa- 
tions it could control. 

Largely as a result both 
the European Union and 
Nato disqualified Slovakia 
last year on political 
grounds from their first 
wave of potential entrants. 

The new government says 
it will have greater respect 
for the division of powers 
and due procedure than did 
Mr Meciar. 

Mikolas Dzurinda, the new 
premier, is confident that 
the immense international 
relief at Mr Medar’s depar- 
ture will help him end the 
country's isolation quickly. 

Mr Dzurinda is due to visit 
tbe European Commission 
this week in his first trip 
abroad since become prime 
minister. But the country 
will still have to move fast to 
catch up on its neighbours. 

It is already too late to join 
the Czech Republic, Hungary 
and Poland in the first wave 
of Nato entrants. 

Slovakia hopes to be 



Vtadfcnir Medan brushed aside checks by pwfiament KesterEddy 


accepted into the Organisa- 
tion for Economic Co-opera- 
tion. and Development and 
be put on the “fast track" to 
join tbe EU next year, but 
the new government is likely 
to have to prove Itself first 
Mr Dzurinda also wants to 
repair relations with Slovak- 
ia's neighbours. Mr Meciar 
tried to boost the new state's 
sense of nationalism by 
exploiting enduring resent- 
ment against the country's 
previous domination by 
Hungary and the Czechs. 

B y contrast, the new gov- 
ernment includes an 
ethnic Hungarian party, 
which should soothe rela- 
tions with Hungary, which 
has made an issue of the 
treatment of the 600,000 Hun- 
garian minority in Slovakia. 
However, problems are 
likely to persist over the 
Hungarian government's 
refusal to complete its sec- 
tion of a joint Slovak-Hun- 


garian hydro-electric dam. 

Relations with the Czech 
Republic are also likely to 
improve. Five years after the 
split of the Czechoslovak fed- 
eration. the two countries 
may finally resolve a dispute 
over Czechoslovakian assets. 

But all such hopes rest on 
the government staying in 
power long enough to make 
a difference - and it already 
faces several challenges. 

Mr Dzurinda needs to 
bring the economy under 
control after five years in 
which annual growth aver- 
aged about 5 per cent but 
current account and budget 
deficits ballooned. He also 
needs to bolster tbe banking 
sector, which Standard and 
Poor's, the rating agency, 
says has become one of the 
world's most fragile because 
of tbe non-payment of debt 
Mr Dzurinda is hoping 
that the political backlash 
from whatever steps he 
needs to take will be limited. 

->-.*** 




Alessandro Prati and 
Garry Schinasi, two IMF 
economists, have argued*" 
that the “current approach 
to crisis management in 
Emu risks delaying the 
prompt resolution of bank- 
ing problems and other 
financial difficulties". 

Both history and economic 
theory suggest that highly 


decentralised banking 
arrangements, such as the 
ESCB, may not be stable. 

The subsequent legal 
amendments to the 1913 Fed- 
eral Reserve Act that created 
the present Federal Reserve 
also suggest that the Maas- 
tricht Treaty may not be the 
last word on Europe’s cen- 
tral banking constitution. 

* Designing a central bank 
for Europe : a cautionary tale 
from the early years of the 
Federal Reserve System, by 
Barry Eichengreen. pp 13~t& 
from the volume Establishing 
a Centred Bank: Issues In 
Europe and lessons from the 
US. Centre for Economic Pol- 
icy Research. J992. 

” The ECB and the Stability 
of the Financial System, by 
A. Pratt and G. Schinasi. 
Conference paper delivered at 
Unioersita Bocconi. Via Sar- 
fatti 25. Milan. Italy. 

See Editorial Comment 


“I believe people understand 
we have to prescribe some 
medicine in the first six 
months,” he says. 

In addition, the govern- 
ment is hoping for a late 
wave of foreign investment 
spurred by the change in the 
political climate. Foreign 
investors will finally be 
encouraged to take part in - 
privatisations. 

But the expected fall in 
growth next year and the 
shake-out of hidden unem- 
ployment is hound to hurt 
the government's popularity 
and widen divisions among 
the four governing parties. 

Weeks of squabbling , 
before the government was : 
formed has already raised ! 
doubts over the left-right 
coalition's stability. Mr 
Dzurinda, leader of the cen- 
tre-right Slovak Democratic 
Coalition (SDR), itself a pre- 
election alliance of five par- 
ties, acknowledges “a wide 
coalition means wide prob- 
lems" but says there is 
enough it agrees on to last 
one term. 

However, it is already 
divided over the wisdom of 
bolding direct elections for 
the presidency next year 
because of the risk that Mr 
Meciar could win. But, in 
other respects it is the spec- 
tre of the former prime min- 
ister returning to office, 
which bolds the government 
together. 

This means, promises 
Milan Ftacnik, tbe new edu- 
cation minister, "the coali- 
tion will last until it is clear 
Medarism will not return". 


London fights 
back on EU 
tax directive 


By George (kaftan. 

Banking Editor 

The City of London 
yesterday mounted a rear- 
guard action against Euro- 
pean Commission proposals 
to harmonise the taxation of 
savings and investment. 

The Corporation of Lon- 
don, the City’s local govern- 
ment authority, released a 
study warning that the pro- 
posed EU directive would 
severely damage the Euro- 
pean capital markets by 
driving tbe lightly regulated 
Euromarkets offshore. 

The study, commissioned 
from Professor Richard Dale 
of tbe University of South- 
ampton, argues that the 
imposition of withholding 
taxes and other regulations 
in the US and Japan drove 
financial markets offshore. 

Similarly. Professor Dale 
argues, the German govern- 
ment's decision in 1967 to 
impose a 10 per cent with- 
holding tax on domestic 
interest income led to mas- 
sive sales of German govern- 
ment bonds by foreign inves- 
tors. and It was forced into 
an embarrassing about-turn 
within four months. 

The EU directive would 
ensure a minimum tax of 20 
per cent was paid on income 
from bank accounts and 
securities held by EU resi- 


dents within the EU. Gordon 
Brown, the British chancel- 
lor of the exchequer, has 
said he will oppose the direc- 
tive until eurobonds are 
excluded. 

Mario Monti, the single 
market commissioner, is 
offering liberalisation of 
financial services markets as 
a bargaining chip, including 
measures to dismantle 
investment restrictions on 
pension funds. Tbe Commis- 
sion insists eurobonds can- 
not be exempted from the 
directive, and argues that 
any loss of business would 
be made up for by liberalisa-. 
tion elsewhere in financial 
markets. 

Judith Mayhew, chairman 
of the Corporation of Lon- 
don's policy and resources 
committee, retorted that 
withholding tax was "too 
important to horse-trade". 

"It is important that politi- 
cians and bureaucrats alike 
throughout Europe have a 
deeper understanding of the 
possible consequences of 
their actions." 

Austria, which currently 
bolds the EU presidency, 
and Germany, which will 
take over in January, are 
both keen to make progress 
on tax harmonisation, which 
they see as necessary to the 1 
efficient working of the sin- , 
gle currency. ' 


Poland 
picks 
advisers 
for EU 
aid plan 

By Christopher Bobmski 
in Warsaw 

Poland has chosen Britain to 
fill a key adiisoiy portfolio 
as pan of the European 
Union’s Phare aid pro- 
gramme, helping the country 
to prepare a regional devel- 
opment strategy ahead of 
membership in the EU. 

The nomination is one in a 
series made by Warsaw, 
under the EU's institution 
building programme, which 
is to cost one third uf the 
country's Ecu 200m (SUSSnn 
Phare aid programme ullor.i- 
tion for next year. 

Poland has chosen Ger- 
man officials to advise on 
administration of the agri- 
cultural sector, ahead of Pol- 
ish participation in the EC's 
Common Agricultural Policy 
(CAP). 

The French will advise on 
bringing veterinary adminis- 
tration up to El r standards. 
The Germans will also be 
advising on implementing a 
system for registering (arm 
animals. 

France has also been 
handed the advisory portto- 
lio for the environment min 
lstry and will be helping to 
improve the efficiency of 
Poland's court system. 

Thirteen of the 15 member 
states have hid to send 
advisers to Polish ministries. 
The regional development 
portfolio, however, tvas the 
subject of intense lobbying. 
It is considered strategically 

Nominations are 
made by Warsaw 
under the EU’s 
institution building 
programme 


important, because it could 
determine the model Poland 
follows in regional planning, 
abandoned after the collapse 
of the Communist system. 

With British planners 
advising Warsaw, Poland’s 
future regional development 
policies are likely to have a 
less centralised flavour than 
would have been the case if 
the portfolio had gone, for 
example, to Franca 

The British official respon- 
sible wifl be Stephen Woods 
from the unit in tbe Depart- 
ment of Trade and Industry 
which deals with structural 
funds in the UK. He will be 
posted to Poland's economics 
ministry for one year. 

Other EU member states 
will also be involved in the 
preparation of a regional 
development strategy. 
Ireland and France will 
co-operate on rural develop- 
ment programmes, while 
Germany will advise on how 
to allocate funds for environ- 
mental projects. Finland will 
advise on transport policy. 

In Brussels' view, (he 
development plan the advis- 
ers will write should address 
Poland's “regional dispari- 
ties". It would thus mirror 
the EU's cohesion strategy 
which currently pumps 
funds into less developed 
areas of the Union. The advi- 
sory' work is to be accompan- 
ied by seminars and study- 
visits to EU countries by Poi- 
ish civil servants. 
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Schroder and Blair in 
warning to Saddam 
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S Africa cuts forecast 
for growth to 



By Route Khalat n London 

Western government 
yesterday stepped up pres- 
sure on Iraqi President Sad- 
dam Hussein to resume 
co-operation with United 
Nations weapons inspectors. 

Britain and Germany 
called on Iraq .to comply 
with UN resolutions on dis- 
armament. and ' Britain 
warned it would support use 
of force against Baghdad. 

“We have absolutely no 
any doubt at all that they 
must comply and that we 
are ready to take whatever 
means are necessary to 
ensure that they do." Tony 
Blair. UK prime minister, 
said in a joint news confer- 
ence with Gerhard SchrOder. 
the new German Chancellor. 

Mr Blair said there was 
always the threat Baghdad 
would use weapons of mass 
destruction and could not be 
allowed to build them in 
defiance of UN Security 
Council resolutions. 

Mr Schroder said 1 . “I must 
underline that it is not a 
matter of a conflict between 
the United States and Iraq. 
Iraq is notating decisions or 
the international commu- 
nity. decisions of the Secu- 
rity Council." 


The British and German 
calls followed US warnings 
on Sunday that Iraq could 
face military' action. 

In Baghdad, however, the 
250-member rubber-stamp 
parliament approved last 
Saturday's decision to halt 
all co-operation with inspec- 
tors, making clear Iraq 
would not reconsider. 

Inspections of new sites 
have been halted since 
August, but Iraq on Satur- 
day decided to bar weapons 
investigators from inspect- 
ing sites now subject to mon- 
itoring. The system of verifi- 
cation and monitoring 
allows Unscom, the special 
commission charged with 
dismantling Iraq's weapons 
of mass destruction, to moni- 
tor 3u0 facilities - including 
plants, breweries and univer- 
sity laboratories - which can 
be considered of dual use. as 
well as to track whether 
equipment is moved. 

Iraq, however, has allowed 
the International Atomic 
Energy Agency to continue 
monitoring, allowing sensors 
and monitors installed in 
facilities to continue to oper- 
ate. A UN team was allowed 
yesterday to visit a site to 
maintain surveillance equip- 
ment. 


An official from Unscom 
said yesterday the Iraqi deci- 
sion crippled inspectors’ 
ability to uncover any pro- 
scribed activity in Iraq, since 
anything unusual detected 

by cameras could not he fol- 
lowed up with visits to sites 
to investigate. 

Baghdad has demanded 
the lifting of eight-year-old 
sanctions and the removal of 
Richard Butler, the Austra- 
lian diplomat, as head of 
Unscom. 

Mr Butler said yesterday 

the latest crisis with Iraq 
was the “worse confronta- 
tion by Iraq with the Secu- 
rity Council that we’ve yet 
seen". Speaking on an Amer- 
ican television show. Mr 
Butler said Iraq’s demands 
for his sacking were simply 
“a diversion from their obli- 
gation to be disarmed”. 

Last month, UN officials 
said Iraq was close to 
rescinding its ban on inspec- 
tions in return for the hold- 
ing of a comprehensive 
review of sanctions. How- 
ever, Iraqi officials have con- 
cluded since then that the 
type of comprehensive 
review to which the US 
would agree would not take 
them closer to their objec- 
tive of lifting the sanctions. 



Manuel: he promised to mai nt ai n job creation and social spending 
without aba ndoning sound and sustainable economic policies 


By Victor Mafiet 

ki Johannesburg 

Trevor Manuel, South 
Africa's finance minister. 

yesterday sharply reduced 
his forecasts for economic 
growth over the next three 
years because of the recent 
turmoil in world markets. 

He said the budget deficit 
would be slightly higher 
than expected this year and 
next, bat he insisted on the 
need for continued fiscal dis- 
cipline. “Since April, the 
global economy has been 
rocked gpnn and again.” he 

told parliament in Cape 
Town. “Inevitably, we have 
not been immune to these 
shocks." 

Mr Manuel was announc- 
ing budget adjustments for 
the fiscal year to the end of 
March 1999 and issuing the 
government’s latest medium- 
term budget policy state- 
ment. 

Real gross domestic prod- 
uct growth would reach only 
0.2 per cent in the current 
year, compared with the 3 
per cent predicted at the 
time of the budget in March, 
he said. In the following two 
years, the economy was 
expected to grow 2 per cent 
and 3 per cent, mstpwrf of the 
4 per cent and 5 per cent 


previously forecast. 

This year's budget deficit 
Is now put at &9 per cent of 
GOP. compared with the S.5 
per cent target. Next year 
the deficit target will be 3J5 
per cent instead of 3.0 per 
cent But by the fiscal year 
ending in 2001 the govern- 
ment plane to hitAhe 3.0-per. 
cent target envisaged in its 
two-year-old Growth, 
Employment and Redistribu- 
tion programme, known as 
Gear. 

Although South Africa Is 
heavily dependent on com- 
modity exports whose prices 

have been depressed by the 
flTpanrtai crisis in Asia and 
elsewhere, Mr Manuel said 
the wnnnmy bad weathered 
the turmoil better than 
many other emerging mar- 
kets. 

South Africa had been 
helped by its sound, balance 
of payments, moderate for- 
eign debts, strong financial 
system, investments in 
social development and 
coherent macroeconomic 
policies. 

The country’s financial 
markets have recently recov- 
ered some of their heavy 
mid-year losses. Yesterday 
the rand rose to R5.55 to the 
US dollar - its highest level 
for more than four months 


and 19 per cent up on its 
record low of R6.84 in 
August * before slipping 
back to R5.62.' 

Mr Manuel and other cabi- 
net ministers - In spite of * 
protests from the commu- 
nists and trade unionists 
who are in a formal alliance 
with the ruling African 
National Congress - have 
staunchly defended ortho- 
dox, free-market financial 
policies. 

But Mr Manuel said yes- 
terday that spending on 
social services would never- 
theless be maintained. “We 
will place job creation first,” 
he said. “We will invest in 
our' economic and social 
infrastructure. And we will 
wage war on crime. But we 
will not do this by abandon- 
ing our commitment to 
sound and sustainable eco- - 4 
nomic policies.” . . 

Of the extra money to be 
allocated Tor this year’s 
spending. RL2bn is for the 
increase in the government's 
debt service costs caused by 
higher interest rates; Rlbn is 
for national government 
departments; Rlbn goes to 
provincial governments to 
help them pay off debt and 
pay their bills on time; and 
R200m is to enable the prov- 
inces to buy school books. 
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Climate change 
‘could add to 
African hunger’ 


By Vanessa Kooider In London 

Climate change could put 18 
per cent more of the popu- 
lation of Africa at risk of 
hunger by this 2050s than 
would otherwise be the case, 
scientists said, yesterday. 

An analysis of the impact 
of global warming over the 
next century suggests crop 
yields are likely to increase 
in countries at high and mid 
latitudes but decrease in 
lower latitudes. West Africa 
and tropical South America 
are likely to be worst 
affected. • • . 

The team oT researched 
'from Ihe UK. /US, Spain 
Austria carried out the study 
as part of a research pro- 
gramme Into the effects of 
climate change commis- 
sioned by the UK govern- 
ment. They based their find- 
ings on a predicted 3 per 
cent warming of the climate 
over the next 100 years. 

The report will be pres- 
ented at the Buenos Aires 
climate .chapge conference 
where governments yester- 
day began "negotiation s on 
"flexible mechanisms” for 
meeting greenhouse gas 
emissions targets agreed at 
Kyoto last December. 

Overall, the researchers 
anticipate a shortfall of 90m 
tonnes of food by the 2050s. 
increasing the number of 
people at risk of hunger by 
30m and raising the price of 
food by 17 per cent above the 
level it would otherwise 
have been. 

Without climate change. 


the researchers assume 
world cereal production 
would nearly double by 2050 
to 3.5bn tonnes to match 
global food needs, in line 
with projections by the UN 
Food and Agricultural 
Organisation. 

Related research published 
yesterday suggests tropical 
forests will die back in many 
areas of northern Brazil, 
while in other areas of the 
world, tropical grasslands 
will be'transfonned. into des- 
ert or temperate grassland. 
These changes, mainly in 
Amazonia. Europe and 
North Amerfcfcrare likely to 
release" : cartfon dioxide Into 
the atmosphere after 2050. 

The researchers, from the 
NERC Institute of Terres- 
trial Ecology in Edinburgh 
described this effect, as 
“potentially very serious” 
because it could accelerate 
climate change. 

Climate change would also 
increase the proportion of 
the world's population at 
risk" of malaria. U could 
affect areas, such as the 
eastern highlands of Africa 
or the Andes region of south 
America, which are cur- 
rently free of malaria and 
where there is little immu- 
nity to the disease. 

The research findings also ^ 
suggest climate change will 
exacerbate water shortages 
in some of the world's poor- 
est countries. Rising sea lev- 
els could put an extra 20m 
people a year at risk of flood- 
ing. with south and south- 
east Asia most vulnerable. 


Israelis defiant 
on settlements 


By Judy Dempsey In Jerusalem 
Benjamin Netanyahu. Israeli 


prime minister, said yester- 
day he would not stop 
expanding Jewish settle- 
ments even though the US 
believes it could hinder prog- 
ress in implementing the 
interim peace accord signed 
last month In Washington. 

“We are angry about these 
statements by Netanyahu." 
said a US official. “They are 
not conducive to fostering 
confidence in the accord." 

Mr Netanyahu, doing 
everything possible not to 
alienate the nationalist and 
religious parties in the frag- 
ile coalition - nor appear to 
be bowing to US pressure - 
said his government would 
continue “to allow the 
growth of the existing com- 
munities. That was our pol- 
icy. That will remain our 
policy”. 

Palestinian officials 
insisted they had received 
verbal assurances from the 
US at the Wye Plantation 
talks that Israel would not 
build new or expand existing 
settlements in the West 
Bank or East Jerusalem 
"The agreement itself also 
obligates both sides not to 
take unilateral measures.” 
said Hassan Asfour, Pales- 
tinian negotiator. 

Under the terms of the 
accord, which is to be implel 
malted over the course of 


three months. Israel next 
week will start handing over 
14-2 per cent of land under 
its security to full Palestin- 
ian control and gradually 
pass to Palestinian civilian 
control 13 per cent of land 
held exclusively by Israel- 
The Palestinians will start 
implementing a security 
timetable. 

Mr Netanyahu, however, 
said the peace deal would 
come into force only when 
the Knesset, or parliament, 
ratified It, although yester- 
day he told Yasair Arafat, 
president of the Palestinian 
Authority, he was commit- 
ted to iL 

The cabinet is due to dis- 
cuss the accord today, and 
the Knesset next week. 

The opposition Labour 
Party has promised to pro- 
vide the government with a 
“safety net" assuming the 
nationalist and religious par- 
ties vote against it. 

Meanwhile, Mr Netanyahu 
is trying to placate the coali- 
tion’s National Religious 
Party, which represents the 
settlers and opposes the 
accordJt said it might vote 
against next year’s budget 
due for its first reading last 
night tf the government did 
not allocate it a further 
ShkTOm fS16.4m) f or reli- 
gious purposes. Mr Netan- 
yahu scraped through the 
first reading. .. by one 
vote. 
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NATIONAL ALUMINIUM COMPANY GOVERNMENT UNDER PRESSURE TO PRIVATI SE FURTHER 3 0% 

Indian aluminium set for new sell-off 


By Kind Bon fa Calcutta 

National Aluminium 
Company, India's largest alu- 
minium group, is set for fur- 
ther privatisation after the 
Disinvestment Commission 
told the government to sell 
30 per cent of Its holding in 
the group. The government 
sold a 12.85 per cent stake In 
1994-5. 

Bankers said the govern- 
ment was under pressure 


from the International Mone- 
tary Fund to accelerate the 
privatisation programme, 
but that the need to restruc- 
ture the group's capital 
meant it would be difficult 
to move In the year ending 
March 1999. 

“Nalco has a very large 
equity capital of Rsl267bn 
($304m),” said S.N. Johri, 
chairman. 

"Because of this, oar earn- 
ings per share have 


remained low even while our 
profits are high. 

"The dividend payout Is 
large, but the rate of divi- 
dend is low. This is not 
doing our shares any good in 
the stock market." said 
C. Venkataramana. direc- 
tor. said a plan was awaiting 
government approval. 

“We already have accepted 
the suggestions of the gov- 
ernment that the debts will 
mature in five years and not 


eight years as we proposed 
and carry an interest of 13 
per cent," be said. 

Bankers said the proposal 
offered the government an 
“excellent bargain" as it 
would get a much higher 
return on the capital to be 
converted into debts than by 
way of dividend income. 

According to analysts at 
HSBC Securities, the likely 
fall in Nalco's output by 
□early 50,000 tonnes in 


Islamists eager to 
build on Pakistan’s 
political discontent 

Jamaat's efforts to foster a populist image 
may founder on fears of Taliban’s activities 
in Afghanistan, writes Farhan Bokhan 


“Welcome to the city of 
Islam." blared the loudspeak- 
ers outside Islamabad's 
Faisal mosque, among the 
largest mosques in the 
world. 

For Pakistan, a country of 
130m with a 95 per cent Mos- 
lem population, it was an 
Islamic activist gathering of 
unprecedented size in the 
capital. Thousands came in 
cars, buses, banging from 
the back of trucks and 
crowded on motorcycles. 

Frequent pleas to "keep 
the place clean" and “main- 
tain discipline" attempted to 
break a tradition of disor- 
ganised religious gatherings, 
strongly supported by the 
country's more than 70 per 
cent illiterate population. 

Last week's gathering was 
the most important show of 
strength by the JamaaM-Is- 
lami. the country's main reli- 
gious political group, eager 
to show off its increasing 
presence on the political 
scene. The Jamaat has never 
won more than a handful of 
seats in elections, and those 
in constituencies with pock- 
ets of diehard supporters. 

But it now hopes to benefit 
from growing public frustra- 
tion with the two main- 
stream political parties, the 
ruling Pakistan Moslem 
League of prime minister 
Nawaz Sharif, and the oppo- 
sition Pakistan People's 
party of Benazir Bhutto, the 
deposed prime minister. 

The results of Jamaat's 
national membership cam- 
paign during the next two 
months will be the first for- 
mal indication of its 
standing on the political 
scene. 

However, Us leaders are 
already promising success. 
They claim they would give 
badly needed clean govern- 
ment. as popular discontent 
grows at increasing corrup- 


tion in public services. 

The euphoric turnout at 
anti-US rallies after the 
Washington-ordered bomb- 
ing this summer of alleged 
terrorist camps run by 
Osama Bin Laden in neigh- 
bouring Afghanistan has 
also helped to win support. 

“Our historic gathering is 
not a political rally against 
any individual." said Qazi 
Hussain Ahmed, leader of 
the Jamaat. in his opening 
speech at the meeting. “If it 
is against anyone, it is 
against the cruel [ruling] 
people in Islamabad." 

The Jamaat reinforced its 
message by seeking a popu- 
list image. One example was 
a maws wedding where up to 
30 couples tied the knot, 
before giving away their 
cash and jewellery to the 
jihad (holy war} fund for 
donations to Islamic move- 
ments worldwide. 

T he Jamaat is anxious to 
deny that it is opposed 
to women's rights, a 
charge that has cost it huge 
□umbers of votes in previous 
elections. 

"The west makes a woman 
look like a showpiece, treats 
her with lust and denies her 
rights. We uphold the rights 
of a woman but we don't 
believe in exploiting her," 
said Mr Ahmed. 

But critics say Pakistani 
women, roughly half the 
country's population, have 
recently had reason to be 
afraid of militant Islam. In 
the past year, many have 
anxiously witnessed reports 
of the Taliban regime's 
harsh Islamic crackdown in 
Afghanistan. 

The Taliban ordered the 
closure of schools and 
stopped women from work- 
ing in many occupations, 
before relaxing the rule Tor 
some hospital workers. 



Qazi Hussain Ahmed, leader of the Jamaat-Wstaml, which hopes to 
benefit from growing frustration wHh the two main parties AP 


The Jamaat could pay the 
price for this In Pakistan. 
Some analysts say anti-Tali- 
ban sentiment could gain a 
stronger foothold across 
Pakistan, especially in the 
more liberal urban areas 
where almost 30 per cent of 
its population lives. 

According to Ghazi Sala- 
huddin, a political affairs, 
columnist: “Today, even if 
the Jamaat is showing a 
presence, it is bound to come 
across a backlash vote from 
urban areas, an essentially 
anti-Taliban vote.” 

Others say the Jamaat's 
increasing presence on the 
streets is largely a reflection 
of better party organisation, 
but not necessarily a sign of 
growing public support 

“If you have street power, 
that doesn't necessarily 
make you the winner. People 
still don't have faith in the 
Jamaat's ability to run gov- 
ernment," says Nasir Buk- 


' hari, head of Karachi's 
Khadim Ali Shah Bukhari 
brokerage house. 

Businessmen say 
announcements such as the 
Jamaat's recent decision to 
call for a boycott of “western 
evils" such as Coca-Cola, 
Pepsi, Kentucky Fried 
Chicken and McDonald's will 
--only, add- .to Pakistan's 
pariah status among foreign 
investors. “People are not 
attracted to such militancy," 
says Mr Bukhari. 

However, Mr Ahmed urges 
his followers to accept the 
boycott and save the Rs4.5bn 
($88.4mi that the Jamaat 
says is spent on imported 
food and drinks. 

“If there's no Pepsi and 
Coca-Cola, our people would 
be quite happy with lemon- 
ade and lassi fyogurt 
drink),” says Mr Ahmed. 
“Why do we need Kentucky 
Fried Chicken when we have 
our chicken Likka?" 


Anwar wrangle over observers 


By Shelia McNulty 
h Kuala Lumpur 


Anwar Ibrahim, the sacked 
deputy prime minister of 
Malaysia, went on trial yes- 
terday on charges of corrup- 
tion and sodom}' in a case 
which has shocked a country 
That had come to know him 
as a pious Moslem father or 
six. 

In a day filled with prelim- 
inary matters, Mr Anwar's 
lawyers appealed for interna- 
tional human rights groups 
to be accorded observer sta- 
tus during the trial. 

“We dare let ourselves to 
be- subject to scrutiny by the 
world through the eyes and 
ears of these observers, who 


themselves have legal back- 
ground and they are all prac- 
tising lawyers," said lawyer 
Sulaiman Abdullah. 

But Judge Augustine Paul 
rejected the need to permit 
outsiders to act in a supervi- 
sory role. "Why should we 
allow somebody to come and 
check this court. The impli- 
cation is that this court will 
not act fairly." 

The observers will instead 
hare to compete with jour- 
nalists eacb day of the trial 
for the dozens of observer 
spots. Wesley Gryk of 
Human Rights Watch said: 
“He wasn’t prepared to allow 
international observers - as 
if we come here to interfere 
with justice-" The judge also 


dismissed objections by Mr 
Anwar's lawyers that their 
client was charged under a 
corruption law in the pro- 
cess or being repealed. Judge 
Paul pointed out that it still 
remained in force. 

Mr Anwar looked thin and 
pale. The black eye be had 
emerged with several weeks 
ago, claiming police brutal- 
ity after being held incom- 
municado for days, was still 
showing faintly. 

He put on a brave face as 
be passed the media on the 
way to a wooden pen in the 
centre of the courtroom, and 
spoke sarcastically of his cir- 
cumstances: “I'm in good 
health. Expecting a good 
trial, too." 


Mr Anwar insists the 
charges are aimed at under- 
mining him for becoming a 
threat to Mohamad 
Mahathir's 17-year reign as 
Malaysia’s prime minister. 
Many believe him and have 
taken to the streets to make 
unprecedented calls for the 
resignation of Dr Mahathir, 
who fired Mr Anwar, his 
deputy and apparent succes- 
sor, for "low morals". 

Yesterday, about 200 
people gathered peacefully 
outside the courthouse, 
standing vigil in support of 
Air Anwar. Several hundred 
police armed with rifles, 
shields and batons guarding 
the building, made no 
attempt to disperse them. 


Taiwan reviews policy on China 


Taiwan's cabinet met 
yesterday to review its pol- 
icy towards China in the 
wake of the resumption of 
high-level contacts with Bei- 
jing. Reuters reports from 
Taipei. However, it said that 
its attitude towards the 
Communist mainland had 
not changed. 

Vincent Slew, the premier, 
told a joint meeting of the 
cabinet and policy-making 
Mainland Affairs Council 
that basic interaction 
between the rivals were 
unaffected by the resump- 
tion last month of high-level 
contacts after a three-year 
impasse. 

“Our mainland policy will 
have no room for adjustment 
until the mainland respects 
the reality of divided rule, 
Taiwan is free of security 
worries [across the Taiwan 
strait] and cross-strait ties 
have seen marked improve- 
ment." Mr Siew said. 

Koo Chen-fi*. a senior 
envoy, had talks with Jiang 


Zemin, the Chinese presi- 
dent. in Beijing on October 
18, the highest open contact 
since the civil war. 

Taipei maintains that 
Taiwan is part of a divided 
China - with the Commu- 
nists ruling the mainland 
and the Nationalist Republic 
of China holding sovereignty 
on the island. 

Beijing regards Taiwan as 
a renegade province that 
must be brought under its 
rale, by force if necessary. 
Taipei says the mainland 
first must embrace 
multi-party democracy. 

Mr Slew said Mr Koo's 
talks with Mr Jiang and with 
Bering's Taiwan policy 
chief, Qian Qichen, and 
other mainland officials had 
done little more than restore 
contacts suspended by Bei- 
jing to 1995. 

"There is no sign of loos- 
ening or changing in cross- 
strait interactions." Mr Siew 
said. 

Taipei had warned on the 


eve of the Koo-Jiang talks 
that Beijing was actively 
wooing Taiwan's handful of 
27 diplomatic allies - an 
effort that bore its latest 
fruit when the Pacific mon- 
archy of Tonga officially 
switched its ties to Beijing 
yesterday. 

Tonga was Taiwan's 
fourth ally to switch official 
ties to Beijing this year, fol- 
lowing South Africa, the 
Central African Republic 
and Guinea-Bissau. 

Jason Hu. Taiwan's for- 
eign minister, returned yes- 
terday from Jordan, where 
he met government leaders 
in what observers said was 
an attempt to develop new 
official Lies. 

Taiwan's struggle to defy 
Beijing's diplomatic embargo 
shifts now to Japan, where 
Mr Jiang Is scheduled to 
make a visit this month. 

Although Tokyo recog- 
nises only Beijing, it has 
wide-ranging unofficial ties 
with Taiwan, which was 


Japan's colony from 1885 to 
1945. 

Mr Koo has already held 
talks with senior govern- 
ment and business leaders in 
Japan and has urged Tokyo 
to resist Beijing's pressure 
for concessions in its Taiwan 
policy. 

In the cabinet meeting yes- 
terday. Mr Siew urged senior 
Taiwan officials to promote 
and plan their mainland-re- 
lated work with a "prag- 
matic and cautious atti- 
tude”. 

Despite a lack of official 
ties, Taiwan has allowed 
local enterprises to pour 
some US$3Sbn into invest- 
ment projects on the Chinese 
mainland and indirect trade 
has soared. 

Taipei has balked at eas- 
ing its longstanding ban on 
direct ties with the main- 
land, saying Beijing’s mili- 
tary threats make It unwise 
for Taiwan to become too 
dependent on its adversary’s 
economy. 


1998-99 from the 203.000 
tonnes produced last year 
will pare net profits by 11 
per cent to Rs4.875bn. 

But as Nalco returns to 
normal production well 
before the current year ends, 
“profits next year should 
jump 21 per cent to 
Rs5JB96ba.” said HSBC. 

NaviH SUChantl, managing 

director of Pressman 
Finance, a stockbroker, said: 
“The fundamentals of Nalco 


are so strong that the inves 
tor interest will revive once 
the capital restructuring pro- 
gramme is flnnpnncwi. For 
the government to get good 
value for the shares it is to 
sell, capital restructuring 
should precede disinvest- 
ment.” 

Mr Venkataramana said 
Nalco became debt-free at 
the beginning of last month 
after paying off a loan of 
Y20bn. 


AUSTRALIA ROW OVER GRANT TO MAVERICKS 

Party funding 
spurs attacks 
on Hanson 


By Stephen Wyatt fa Sydney 

Pauline Hanson's One 
Nation political party is 
under siege in Australia. 

In the past few days John 
Howard, the prime minister, 
said the country was better 
off without One Nation 
members in the lower house, 
the House of Representa- 
tives. 

In addition Tony Abbot, 
employment services minis- 
ter. said One Nation mem- 
bers should take back con- 
trol of their party and called 
its organisational structure 
undemocratic. 

Meanwhile, within the 
party, there are moves to 
strip Its three leaders - Pau- 
line Hanson. David Oldfield 
and David Ettridge - of their 
powers. 

This broad attack follows 
the payment of A$2.8m 
(US$1 .7m) to One Nation last 
week in electoral funding 
from the Australian govern- 
ment. Any political party in 
Australia that gets more 
than 4 per cent of the formal 
first preference vote receives 
AJLS2 per vote. 

Although the rightwing, 
anti-immigration party won 
about 8 per cent of the 
national vote In last month's 
federal election, it managed 
to win only one seat - in the 
upper bouse, the Senate. 

One Nation inflamed a 
race debate when it polled 23 
per cent of the vote in the 
Queensland state elections 
last June. 

For One Nation, though, 
the A$2.8m funding was a 
mixed blessing. The recipi- 
ent of the funds was One 
Nation Limited, a company 
whose sole directors are Ms 
Hanson. Mr Oldfield and Mr 
Ettridge. 

The grant triggered a 
sharp attack from the 
employment minister, Tony 
Abbot, a Liberal party mem- 


ber. He said at the weekend 
tha t One Nation should not 
receive any funding as it 
was not a democratic politi- 
cal party in the ordinary 
sense. 

The three people who ran 
One Nation were account- 
able to no one but them- 
selves and bow the AS?. 8m 
was spent was entirely up to 
those three people, he said. 

He added that he would 
like to see One Nation mem- 
bers - who can only belong 
to the powerless Pauline 
Hanson's One Nation Mem- 
bers Inc - reclaim their 
party from the three leaders. 

Now there are rumblings 
from wi thin. Be van O'Regan, 
a foiled One Nation Senate 
candidate in the state of 
New South Wales, has pre- 
pared a draft national consti- 
tution that aims to strip the 
powers of One Nation Ltd's 
three directors to control the 
party's finances and direc- 
tion. 

The party has also come 
under attack from the Lib- 
eral party and National 
party in Queensland. 

None of the 11 One Nation 
members of the Queensland 
state parliament would be 
welcomed into the Liberal 
party if they want to quit 
One Nation, David Watson. 
Queensland Liberal leader; 
said last weekend- 

At the Queensland liberal 
party convention In Bris- 
bane Mr Howard said: “I 
think in the long term Aus- 
tralian politics is better off 
for the feet that there is no 
representative of One Nation 
in the House of representa- 
tives.” 

One Nation is not dead. 
But if Helen Coonan, a Lib- 
eral Senator from New South 
Wales, is right about party 
members having a good 
chance of legally freezing 
the A$2£m, One Nation will 
certainly be a lot less alive. 


NEWS DI QEST 

THAI CONSUMER PRICES 

Slowdown in inflation 
gathers pace in October 

Thai consumer prices fell in October from the month 
before, as the slowdown fa Inflation gathered pace more 
quickly than expected. October prices feH 0,2 per cent 
compared with September, and were up just 5.6 per cent 
year on year. 

The International Monetary Fund targeted Thai inflation 
to hit 9.2 per cent this year but the Thai ministry of com- 
merce said yesterday it expected inflation to be no more 
than 82 percent, and that in December it could fafl as tow 
as 4.2 per cent year on year. Inflation peaked in June with 
a 10.7 per cent year-on-year increase. 

Faffing prices for food, a large component of Thailand's 
consumer price index, were the prime reason for October's 
decline, with a 0.7 per cent fall from the previous month. 
Ted Bardacke, Bangkok 

SOUTH KOREAN ECONOMY 

Trade surplus narrows 

South Korea’s trade surplus narrowed In October from the 
previous month, according to data released yesterday, but 
government officials said they expected exports to recover 
in the coming months due to the rising yen against the 
dollar. 

South Korea’s trade surplus fell to a provisional S3.l8bn 
on a customs clearance basis in October, from a $3.64bn 
surplus in September, the commerce ministry said. 

The ministry attributed the sharp year-on-year export 
decline in October to technical factors - there wens fewer 
business days in October this month due to the three-day 
Thanksgiving holiday and also monthly exports in October 
last year hit a record high. 

The ministry noted instead that the monthly export vol- 
ume continued to grow in October, after hitting this year's 
lowest level in August at $9.8bn. In October last year, the 
country posted a trade deficit of SI 26m on Sl2.47bn in 
exports and $12. 59 bn in imports, a ministry statement 
said. Reuters, Seoul 

HONG KONG SMUGGLING 

Pirate video discs seized 

Hong Kong customs yesterday smashed a syndicate that 
smuggled pirated video decs into the territory from neigh- 
bouring Macao, the government said. 

Customs officers arrested four people and seized more 
than 600,000 suspected pirated video compact discs 
(VCDs), worth about HK$10m ($USl.3m) in a raid in the 
New Territories, a government statement said. Customs 
have shut down 15 factories producing pirated video discs 
and have seized 68 production lines since September last 
year, the Customs End Excise department said. 

Between January and September this year, customs 
seized 33m pirated video discs with a street value of 
HK$880m, and arrested 1 ,259 people. Last year, customs 
seized 4.4m pirated video discs and arrested 1 ,538 
people. Reuters, Hong Kong 
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Delhi to free fishermen 

India yesterday said ft would release 148 Pakistani fisher- 
men it Is holding ahead of this week’s talks on improving 
relations between the two rivals. However, the two coun- 
tries also accused each other of firing across the military 
control line in the disputed region of Kashmir yesterday. 

A Pakistan military source accused Indian troops of firing 
artiflery on 12 villages in the Neelum Valley of Pakistarv- 
controlted part of Kashmir, wounding at least seven civil- 
ians and four soldiers. 

New Delhi's move reciprocated Islamabad's announce- 
ment last month that it was releasing all Indian fishermen 
and fishing boats held in Pakistan as “a gesture of good- 
will and in view of humanitarian considerations". 

The talks, which follow a round of discussions on peace 
and security and the disputed territory of Kashmir in Islam- 
abad last month, are part erf a resumption of dialogue that 
broke down a year ago. Reuters, New Delhi 
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Brazil debt 
roll-over 
sparks fears 


By Richard Waters hi New York 

Foreign banks and 
investment institutions con- 
tinued to show little appetite 
yesterday for a formal 
restructuring of Brazil's for- 
eign debts, despite a growing 
belief in financial markets 
that the official package now 
in preparation cannot suc- 
ceed without a large degree 
of private sector help. 

Brazilian officials have yet 
to approach the country's 
foreign bank creditors and 
investors officially to ask for 
their support. Unofficial 
soundings suggest Brazil 
hopes to win broad backing 
from foreign creditors to roll 
over existing commitments 
and extend new money. 

“They would prefer to ask 
financial institutions to 
maintain or even increase 
their facilities in an informal 
way,” according to one 
financial source. That would 
contrast with the sort of for- 
mal debt plan needed to pre- 
vent a default by South 
Korea earlier this year. 

Brazilian officials are 
expected to ask directly for 
private sector support once a 
deal with the International 
Monetary Fund and the 
Group of Seven leading 
industrial nations is com- 
pleted. That agreement, 
expected as early as this 
week. Is expected to provide 
between $30bn and $SQbn to 
bolster Brazil's external 
finances. Unofficial 
approaches are believed to 
have been made to leading 


commercial and investment 
banks, but there seems little 
appetite among financial 
Institutions to lend more. 
Even the large scale of the 
official financial package 
being discussed could fail to 
bolster the Brazilian cur- 
rency if confidence does not 
return quickly to the finan- 
cial markets, according to 
foreign economists. 

The country's foreign 
reserves have fallen from 
S75bn to S43bn since August, 
said Geoffrey Dennis, emerg- 
ing markets strategist at 
Deustche Bank Securities. “I 
think they're going to have 
real problems rolling over 
the foreign currency debt," 
he said. “The genie Is out of 
the bottle - credit lines have 
been pulled, the banks are 
cutting back.” 

Complicating the picture 
could be a move by foreign 
banks to reduce their expo- 
sures early in the expecta- 
tion they might, at some 
later stage, be required to 
put up more money in a Bra- 
zilian bail-out 

Still fresh in many banks’ 
minds is the sequence of 
events In South Korea late 
last year, when an IMF deal 
foiled to stem the outflow of 
foreign capital, leading even- 
tually to an emergency res- 
cue from private creditors. 

However, for US banks, at 
least, heading off a crisis of 
confidence over Brazil is 
likely to be viewed with a 
greater sense of urgency 
even than that of South 
Korea. 
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France adds to 
pressure for 
Pinochet action 


By John Mason in London 


International pressure for 
General Augusto Pinochet, 
the former Chilean dictator, 
to be prosecuted for alleged 
crimes against humanity 
increased yesterday when a 
French Judge joined authori- 
ties in Spain and Switzer- 
land by issuing an interna- 
tional warrant for his arrest. 

The warrant, from a judge 
investigating the disappear- 
ance of three French nation- 
als in Chile in the early 
1970s, will increase pressure 
on the UK House of Lords, 
whicb this week will decide 
whether the general should 
be extradited or be allowed 
to return to Chile. 

The development came 
after It emerged that British 
victims of the former Chil- 
ean dictatorship led by Gen 
Pinochet will be allowed to 
argue in the House of Lords, 
the UK’s highest court, for 
his extradition to Spain. 

In a highly unusual move 
ihe lords agreed to hear from 
lawyers acting for Dr Sheila 
Cassidy, a British doctor tor- 
tured following the 1973 mili- 
tary coup, the family of Wil- 
liam Beausire, a British 
citizen who disappeared in 
Chile, and human rights 
groups such as Amnesty 
International and the Medi- 
cal Foundation. 

The lawyer acting for the 
victims and pressure groups. 


Ian Brownlie QC. is regarded 
as one of the leading experts 
In international human 
rights law. The law lords 
have agreed to hear his argu- 
ments despite the victims 
and human rights groups 
not being parties at last 
week's High Court hearing 
which ruled the general 
could not be extradited 
because he had immuni ty as 
a former head of state. 

The lords are due to hear 
the case tomorrow and on 
Thursday. A quick judgment 


British victims will 
be represented in 
House of Lords 


is expected, possibly by the 
end of the week. If they 
uphold the High Court rul- 
ing. it is expected Gen Pino- 
chet will Immediately leave 
the UK. 

The bearing is expected to 
be more wide-ranging in its 
consideration of the issues of 
international -law affecting 
the case than the High Court 
hearing. The UK's attorney- 
general, Sir John Morris QC, 
will also be represented at 
the hearing to explain 
Britain's legal position. He 
will not take any explicit 
position on extradition 
attempts by Spain. 


On the web today 

• Domingo heads for LA Opera • Negative savings 
rates in US • Film star magic defies st a t isti cs • NY 
race for Senate goes to the wire • Mitt*' storms leave 
devastation • Consensus grows for quiet political exit 
by Pinochet • Teamsters’ poll ballots sent out 
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Microsoft 
‘wanted 
to impose 
credit 
card plan 9 

By Richard Woflfe 

in Washington 

Microsoft wanted to clineb 
an alliance with its internet 
rival, Netscape Communica- 
tions, to force the world's 
largest credit card compa- 
nies to accept its plans for 
payment systems over the 
internet, according to confi- 
dential e-mails released yes- 
terday. 

The e-mails, released in 
the US government’s land- 
mails antitrust case against 
Microsoft, say the software 
company planned to offer 
Netscape a share of its credit 
card revenues as part of a 
deal to convince the internet 
software pioneer to “move 
out oT the market based on 
its best-selling Windows 
operating software. 

The e-mail, from Thomas 
Reardon to fellow Microsoft 
executives in June 1995. 
appears to confirm Net- 
scape's claims that Microsoft 
sought to carve up the mar- 
ket in internet browsers, 
which allow computer users 
to read information on the 
internet. 

Mr Reardon wrote; “By 
partnering with. Netscape on 
payment, even exclusively, 
we will force Visa and 
Mastercard and any other 
backend player to fall 
quickly Into line and estab- 
lish the ‘per-ctick’ business. 
This seems to be the grail 
that we all lust for." The 
internal message was writ- 
ten three weeks before a con- 
troversial meeting between 
Microsoft and Netscape exec- 
utives in June 1995. The 
meeting stands at the centre 
of the US government's anti- 
trust trial of the world's 
largest software company. 

Netscape rejected Micro- 
soft's offers and alleges its 
rival abused Its monopoly- 
power over Windows in an 
attempt to force it out of 
business. Microsoft has 
attempted to portray Net- 
scape’s claims about the 
meeting as a fantasy con- 
cocted to win government 
support for legal action. 

As the Microsoft trial 
entered its third week, the 
government released further 
internal e-mails which detail 
Microsoft's plans for compet- 
ing with Netscape. 

Paul Maritz, another 
senior Microsoft executive, 
explained In. January 1997 
how the battle over internet 
browsers was the driving 
force behind Windows 98. 
the latest version of the 
operating software which 
was released this summer. 
Windows 98 places browsing 
features at the centre of the 
software which drives a com- 
puter's main operations. 

Mr Maritz wrote: “To com- 
bat [Netscape], we have to 
position the browser as 
'going away 1 and do deeper 
integration on Windows. The 
stronger way to communi- 
cate this is to have a 'new 
release' of Windows and 
make a big deal out of it." 

Further e-mails appear to 
confirm claims by Apple 
Computer that Microsoft 
used its market power to 
farce tts rival to take its side 
against Netscape. 

The e-mails discuss Micro- 
soft's threat to cancel the 
development of its best-sell- 
ing Office products for 
Apple, which include word- 
processing and financial 
spreadsheets. A series of 
messages between senior 
Microsoft executives explain 
how the threat was vital to 
winning Apple's agreement 
to replace Netscape as the 
prefen-ed, or default, 
browser on Apple machines. 

= The trial was yesterday 
expected to hear video-taped 
testimony from Bill Gates, 
Microsoft chairman. 
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hi inflation 
mi In October 
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China opens shipping market to Europeans 
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5.^** K Vnge in BeQng 

China plans to award two 
comprehensive shipping 
licences to European compa- 
nies. after more than a year 
or intense lobbying by the 
European Union. 

But, officials and shipping 
executives said the licences 
did not confer market access 
parity with two US shipping 
lines, American President 
Lines and Sea Land, which 


have already been granted a 
licence. 

This was because the US 
companies had also been 
granted approval for . six 
branch offices across China. 

E0 officials said they were 
disappointed that their com- 
panies, understood to be 
P&O NedDoyd and Maersk, 
had not so Ear been granted 
Percussion for six branches 
each. 

They said they would con- 


tinue to press the Chinese 
for full parity with US com- 
panies. Many foreign ship- 
ping companies have 
licences for a basic range of 
shipping activities in China 
already. 

The comprehensive licence 
would allow P&O NedUoyd 
and Maersk to expand into 
warehousing, container 
repair, freight forwarding 
and forming agreements 
with trucking companies for 


door-to-door delivery. 

China has kept Its distri- 
bution system largely free 
from foreign competition. 
Earlier this year it shut 
down the direct selling activ- 
ities of Avon, Am way and 
other US companies in a 
move that may make it more 
difficult for foreign compa- 
nies to gain entry into the 
distribution sector. 

But although the licences 

are expected to boost the 


business of P&O Nedlloyd 
and Maersk. their geographi- 
cal reach will be circum- 
scribed unless permission 
fbr the six branch offices 
comes through. 

The two companies cur- 
rently have representative 
offices in China, which have 
a narrower business scope 
than branches; executives 
said. 

The failure of China to 
grant permission for 


branches comes at a time of 
concern that Beijing Is 
□arrowing business opportu- 
nities for foreign companies. 

Authorities hare launched 
an investigation into joint 
ventures in the telecoms ser- 
vices sector, reduced the 
stake that foreign insurance 
companies may take in joint i 
ventures to a maximum of 50 ■ 
per cent, and restricted for- 
eign bank borrowing or ren- 
minbi. 


Caribbean states 
take aim at 
C&W monopoly 


India throws market open to all 
comers to provide internet access 
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By Canute Janies ta Kingston 

Eastern Caribbean 
governments and Cable and 
Wireless of the UK are dis- 
cussing the introduction of 
competition, in telecommuni- 
cations services, paging- th e 
monopoly which the com- 
pany has on several islands. 

- The talks follow a decision 
last month by Caribbean 
telecommunications minis- 
ters to renegotiate C&W 
licences. 

Caribbean governments 
contend that the current 
licences and the lack of com- 
petition in several countries 
violate World Trade Organi- 
sation rules on telecoms ser- 
vices. 

C&W have responded by 
expressing their appreciation 
of the importance regional 
leaders place on telecommu- 
nications and said “we are 
keen to discuss the way for- 
ward”. The. company says it 
has spent $lbn over the past 
five years to improve and 
expand telecoms services in 
the region, and plans to 
spend another Slbn over the 
next five years. 

“The monopoly arrange- 
ment must come to an end,” 
said Glenford Stewart, tele- 
communications minister of 
St Vincent, where C&W 
owns the local telecoms com- 
pany. It controls telecoms 
services in seven other 
English-speaking Caribbean 


countries and has a 49 per 
cent stake in another. The 
governments want the com- 
pany to consider the intro- 
duction of competition for a 
range of services and to 
allow interconnection by 
other providers. They want 
to see rate rebalancing and 
the rapid development of 
value-added services. 

“It is not in a spirit of 
antagonism that we 
approach this matter, but 
rather in a spirit of trying to 
ensure that as a region we 
are able to benefit from the 
tremendous development in 
technology,” said Phillip 
PaufweH, Jamaica's technol- 
ogy minister. 

The Jamaican government 
and C&W are locked in a 
battle after fti> government 
announced a new telecom- 
munications policy seeking 
to dilute the company’s 
monopoly. The government 
says it wants greater compe- 
tition in some telecoms ser- 
vices, but the company 
claims Its future invest- 
ments in -famaira have been 
made uncertain. 

The Jamaican govern- 
ment’s plans were rejected 
by Errald MHler, president of 
C&W Jamaica. “This model 
has worked for Jamaica and 
we feel it is the only model 
that will deliver the type of 
infrastructure that Jamaica 
will require to enter the 21 st 
century," he said. 


By Marie IficftoJsm sod 
Paul Taylor hi New Delhi 

India is set to end its state 
monopoly on internet access 
by issuing the first licences 
for private Internet Service 
Providers (ISPs) on Novem- 
ber ?. In what senior officials 
call a “very, very liberal" 
internet policy, foreign com- 
panies wiD be allowed stakes 
of up to 49 per cent in ISPs. 

Atal Behari Vajpayee, the 
prime minister. who 
announced details of the 
long awaited and much 
delayed ISP policy, said he 
wished to see “the fastest 
possible proliferation of 
quality internet service" 
after removing the internet 
monopoly enjoyed by VSNL, 
the state international tele- 
communications carrier. 

Mr Vajpayee said there 
would be no limit on the 
number of licences available, 
for which there would be no 
fee fbr the first five of a 15- 
year licence. Thereafter, for 
legal reasons, a peppercorn 
fee of Rsl would be charged. 

India has around 130.000 
internet connections and an 
estimated 500,000 users, 
about 80 per cent of them 
linked through VSNL, the 
state long-distance operator 
which introduced commer- 
cial Internet services to 
India three years ago. 

Pressure for an ISP policy 
and the clear sign of a poten- 
tially large ISP market have 
grown as users have become 
increasingly frustrated with 
clogged VSNL lines during 
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India has SOOflOO internet users, but the fines of the existing state 
monopoly era dogged. More than 50 companies are interested in 
prodding mi internet service 


office hours. The state com- 
pany recently warned it 
might have to suspend new 
connections, given its lim- 
ited capacity. . 

India's fast growing soft- 
ware industry has also been 
lobbying hard for liberalisa- 
tion, arguing that the sec- 
tor’s continued growth 
hinges on unfettered and 
cheap internet access. 

“The lifeline of the future 
software industry in this 
country is Internet access." 
said Dewang Mehta, execu- 
tive director of the National 
Association of Software and 
Service Companies, the 
industry lobby. 

The new policy meets vir- 
tually all the software indus- 


try's demands, along with 
those of foreign and local 
companies already poised to 
create private internet ser- 
vices - including AT&T, BT 
and America Online. 

Mr Mehta said that 56 
companies had expressed 
interest in creating ISPs, 
according to a recent study 
by his association, and that 
he expected 20-25 com panies. 
some foreign, to apply Imme- 
diately for licences. 

The policy is particularly 
liberal in allowing ISPs 
direct international gateway 
access, without having to 
use VSNL's existing gate- 
ways. This amounts to the 
first direct challenge to 
VSNL's monopoly on inter- 



national telcoms access to 
and from India. 

ISPs wiD also be accorded 
“last mile access", meaning 
they would also be free to 
install data -based communi- 
cations lines directly to cus- 
tomers. a move that wifi also 
challenge the monopoly on 
line connection enjoyed by 
state telecoms providers and 
newly enfranchised private 
basic telecoms companies. 
This will also raise the issue 
of internet telephony, which 
VSNL vigorously opposes. 

These and other issues 
raised by the new internet 
policy impinge directly on 
India's complex. Incomplete 
and flawed four-year-old tele- ; 
corns liberalisation policies, 
which have seen licences 
awarded to joint Indian and 
foreign joint ventures to pro- 
vide both cellular and basic 
telephony. 

Accordingly, a special 
Information Technology ; 
Task Force, created In May 
by the government led by 
the Bharatiya Janata party 
(BJP), and the chief engine 
behind the new internet pol- 
icy. has been asked by the 
premier to address these and 
broader problems with exist- 
ing telecoms policy. 

Mr Vajpayee set the 23- 
member taskforce, compris- 
ing politicians, bureaucrats 
and businesses, the highly 
ambitious deadline of 
November 30 to resolve prob- 
lems which have bedevilled 
the partially liberalised tele- 
coms sector for the past two 
years. 


NEWS DIGEST 


US AIR TRAVEL 


Study praises advantages 
of hub and spoke system 

Business travellers have benefited from the hub and spoke 
system of air travel in the US with more choices of routes 
and take-off times, more domestic and international desti- 
nations and more frequent same-day return trips. This was 
the conclusion of a study by two professors at Virginia's 
George Mason University, Kenneth Button and Roger 
Stough, who found the advantages of Hie system had 
reduced the “generalised costs” associated with lengthy 
air travel time, hotel costs and time spent in airport termi- 
nals. The hub and spoke system has meant the feeding of 
air traffic into large airports and the consolidation at pas- 
sengers onto outward flights. While passengers may have 
to take longer trips than with direct flights, they also have 
more choice in sen/ice. the study says. 

After analysing job and economic development data, the 
professors found that hub airports "create employment 
rather than airlines selecting cities as hubs simply because 
they are already economically dynamic". An average hub 
airport increases a region's high technology employment 
by more than 12,000 lobs. Nancy Dunne, Washington 

EUROPE’S DEFICIT WITH CHINA 

Santer plea on trade barriers 

Jacques Santer, European Commission president, yester- 
day urged China to remove trade obstacles as Europe 
paid the price for the Asian financial crisis by soaking up 
more Chinese exports. He said Europe’s trade deficit with 
China would widen this year as a result of the regional cri- 
sis. “It is leading to a major upswing in Asian exports to 
the EU. China has been no exception,” he said, adding 
that open markets had made this trading shift possible. 

China's exports to Asia have crumbled this year as the 
Asian financial crisis sent currencies failing. 

China's exports to the European Union reached 
$20.27bn in the first nine months of tfie year, up 21.7 per 
cent over the year-ago period. China's imports from the 
EU rose 9.8 per cent to $13.63bn during the nine-month 
period, creating a S6.64bn deficit for the EU based on Bei- 
jing’s data. Reuters, Shanghai 

JORDAN’S ENERGY 


Amoco close to gas deal 

Amoco, the US oil group, is poised to clinch a deal with 
the Jordanian government allowing it to sell and distribute 
Egyptian natural gas in toe kingdom. The group is heading 
a consortium including Tractebei of Belgium and private 
Jordanian interests. The deal would boost Egyptian foreign 
currency earnings, helping to offset declining oil produc- 
tion, and reduce Jordan's dependence on heavy fuel oil. 

Amoco said the consortium would start building a pipe- 
line from Ain Musa in the Gulf of Suez to Aqaba- as soon 
as the licensing deal was finalised. Amoco has agreed the 
key principles of the purchase and sale of the gas with toe 
Egyptian General Petroleum Corporation. The first gas 
would be delivered to Aqaba in 2000, with toe line reach- 
ing Amman in 2002. Jordan would buy 110m cubic feet a 
day of gas, mainly for electricity production and industrial 
users, rising to 350m when the pipeline reached Amman. 
Christopher Swann, London 
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CONFEDERATION OF BRITISH INDUSTRY ANNUAL CO NFERENCE 

European allies join 
in calls for Emu date 


By Kevin Brown, David Wighton, 
and David Buchan 


The UK government came 
under strong pressure from 
business lenders and Euro- 
pean allies to speed up 
moves towards British mem- 
bership of the European sin- 
gle currency yesterday, as it 
emerged that the Treasury’s 
outline national changeover 
plan envisages a transition 
period lasting until 2005. 

Gordon Brown, the chan- 
cellor of the exchequer, 
announced that the change- 
over plan would be be pub- 
lished in January 1999. 
Meanwhile demands from 
the Confederation of British 
Industry, the UK's principal 
employers' lobby, for the 
government to set a target 
date were reinforced by 
strong support from the Brit- 
ish Chambers of Commerce, 
which represents more than 
100.000 businesses. 


Adding to the pressure on 
the government to give a 
stronger lead, Gerhard 
Schroder, the German chan* 
cellor, and Jose Maria Aznar, 
the Spanish prime minister, 
both expressed strong sup- 
port at the CBI conference in 
Birmingham for greater Brit- 
ish engagement in Europe. 
At a joint press conference 
in London with Tony Blair, 
the UK prime minister, Mr 
Schroder praised the govern- 
ment’s "extremely clever 
approach” to the euro, 
implying that be believed it 
would eventually bring Brit- 
ish public opinion round to 
the single currency. Mr 
Schroder welcomed Mr 
Brown's statement, and 
twice stressed the "construc- 
tive" part being played by 
Britain in Europe. In his CBI 
speech, Mr Schrtider used 
warmer language than his 
predecessor. Helmut Kohl, 
telling business leaders in a 


passage on the single cur- 
rency: “We wholeheartedly 
hope that we will soon be 
able to welcome the UK in. 
our midst.'' Pro-Emu busi- 
ness leaders at the confer- 
ence said they detected a 
wanning in rhetoric towards 
the euro in speeches by Mr 
Brown and Peter Mandelson, 
the trade and industry secre- 
tary- Ian Peters, deputy 
director-general of the BCC, 
said: "We think there should 
be a date. If business is 
going to plan, we need 
greater certainty." Mr 
Mandelson said later: "I 
recognise that there is some 
impatience among the busi- 
ness community to have a 
more precise timetable, but 
we are not in a position to 
do that.” William Hague, 
leader of the opposition Con- 
servative party, said the 
chancellor's announcement 
was a significant shift in the 
government’s policy towards 



Peter Mandateon citeri US experience AdVey Aahwood 


the euro. They have not 
only set themselves in 
favour of abolishing the 
pound, but they have now 
set a clear timetable for 
doing so,” he said. 

Unpublished drafts of the 
outline national changeover 
plan being studied by the 
Treasury say there would 
have to be a 40-month delay 
between the announcement 
of government plans to hold 
a referendum and the intro- 


duction of euro notes and 
coins. 

The timetable would mean 
that full UK membership of 
the single currency would be 
delayed until late in 2005 . 
assuming that the govern- 
ment introduces legislation 
allowing for a referendum on 
UK membership immedi- 
ately after a general election 
in 2002. The sterling 
exchange rate could be fixed 
earlier, however. 


Business leaders back adoption of euro 


By Kevin Brown, 
Industry Editor 


Most business leaders want 
the UK to join the European 
single currency, and a huge 
majority think membership 
is inevitable, it was 
suggested by a bitterly con- 
tested debate between lead- 
ing pro and anti-Emu camp- 
aigners yesterday. 

More than 150 delegates 
packed into a small meeting 
room at the International 
Conference Centre for the 


debate, organised by tbe 
European Movement as a 
fringe event at the Confeder- 
ation of British Industry's 
annual conference in Bir- 
mingham, central England. 

The debate - the only for- 
mal conference discussion of 
the impe nding launch or the 
euro in 11 European Union 
states - was marked by the 
unusual sight of business 
leaders being heckled. One 
delegate forecast economic 
chaos followed by civil war 
if Britain were to join the 


European single currency. 

At the end. about 90 per 
cent of delegates voted for 
the proposition that the UK 
would join the euro at some 
time. A smaller majority 
voted for the suggestion that 
entry should be as soon as 
possible. 

Only a handful wanted to 
remain outside the system 
for a long time. 

Lord Marsh, who opened 
the debate, complained that 
those who drew attention to 
the potential dangers of 


the single currency were 
characterised as xenophobic 
mavericks. 

But there were only three 
possible outcomes: the euro 
would succeed over time; it 
would work for other coun- 
tries but not for the UK, 
because of historical differ- 
ences; or it would fail 
because there was Insuffi- 
cient political win to over- 
come national self-interest 

“Nobody can deny that the 
possibility of failure is real 
and that the consequences of 


failure would be horren- 
dous.” he said. 

He accused the CBI and 
the government of taking 
part in an “unholy alliance” 
to stifle debate on tbe euro, 
and claimed that most CBI 
members were unhappy with 
the leadership's "unscienti- 
fic” approach to gathering 
evidence of business views. 

Lord Haskins, a Labour 
supporting member of the 
House of Lords, the upper 
chamber of parliament, said 
the euro was now a reality. 


Trade chief to F ° rdhead 

priripicpc 

back business group’s 
rescue reform 

By DavM Wohtft), to the promotion of enter- Ford factories in the UK 

Pofiflcai Correspondent prise arid wealth creation. were "at least 20 p& cent 

Anticipating one of the less productive than the 

Peter Mandelson, chief trade themes of today's pre-Budget group average. Sir Alex Trot- 
minister, yesterday dted US report. Mr Mandelson said man, chairman and chief 
experience in support of a the government was con- executive of the company, 
move to end the status of UK cerned about “blunted" com* said at the CBI conference 
tax authorities as preferen- petition in a number of UK yesterday. He blamed 
Hal creditors In company markets. “The deep-rooted out-of-date working prac- 
failures. causes lie in each sector’s tices, excessive direct and 

The would encoor- market structure and regula- indirect labour costs, exces- 

age suppliers and other tory framework. Only gov- slve overtime and high inflra- 
trade creditors to support eminent can ensure those structure costs, 
business rescues rather than barriers to more vigorous Backing, the UK govern - 
allow companies to collapse, competition are broken meat's calls for improved 
Mr Man^ww announced down sector by sector.” productivity, Sir Alex also 
the move as part of the gov- The preferential status of urged ministers to take more 
eminent's efforts to foster the inland Revenue and Cus- action, especially on educa- 
enterprise. He told the Con- toms & Excise is seen as a tion and regulation. His 
federation of British Indus- disincentive to starting bust- claims follow a recent report 
try’s conference that the nesses and an obstacle to by McKinsey, the consul- 
government would review corporate rescue plans. - fancy, showing UK produc- 
corporate rescue procedures “Knowing that the taxman tivity is the worst of the 
and consider legal changes will get the lion's share of Group or Seven industria- 
to "reduce the stigma of anything if it goes wrong is Used nations. 
ftnanrfai failure" for entre- hardly an encouragement to The UK has laid the foun- 
preneurs. setting up a business,” said dation for growth with solid 

In the US, some of the one government official, macro-economic policies,” be 
most successful entrepre- Supporters of its removal said. “However - and this is 
neurs are those who have argue that suppliers and a big however - there's more 
failed once or twice," he other potential trade credi- work to be done; this time at 
said. tors would be more likely to the microeconomic level.” . 

"Banks and society as a back rescues if the division • Ministers yesterday 
whole don't write people off of assets in tbe event of the blamed “complacent" busi- 
es failures They seem them company's failure were more nessmen for the alarmingly 
as people who have learned.” evenly distributed. slow start to tbe govern- 

In a question and answer Graham Mason, the CBTs merit's campaign to tackle 
sessi on after his speech, Mr business environment dlrec- the millennium computer 
Mandelson took a swipe at tor, said the move could “bomb”. George Parker 
the London Stock Exchange keep some troubled comp- writes. The government said 
for failin g to provide British antes alive. “Once the gov- in March that computer 
technology companies with eminent and the b anks have training would be offered to 
the sort of specialist market had their share there is often 20,000 staff from small and 
available to US companies not much left for the other medium sized businesses, 

with Nasdaq. creditors,” he said. The issue But only 300 of the “bug- 

Mr Mandelson used his will be the subject of a busters" have so far been 

first CBI speech as chief review by the Department of trained. 

trade minister to Insist the Trade and Industry and tile 

government was committed Treasury. Sea Editorial Comment and Lax 
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EU veterinary 
team to vote on 
beef tomorrow 


Rate cut 
calls follow 
recruiting 
concerns 


By Michael Smith hi Brussels 


European Union farm 
diplomats are expected to 
vote tomorrow on ending a 
30-month ban on British beef 
exports. 

Franz Fischler, EU farm 
commissioner, is ready to 
put to members of the ElTs 
standing veterinary commit- 
tee a scheme for ending the 
ban whicb he and his col- 
leagues on tbe college or 
commissioners, the EU's 
executive, approved in June. 

The standing committee, 
made up of member state 
representatives, would have 
to support the scheme by a 
qualified majority for the 
ban to be lifted. 

That is thougbt unlikely 
but today's and tomorrow's 
vote will give an indication 
of which way farm ministers 
win go when they vote an 
the scheme later in the 
month. Complex voting rules 
means eight of the 15 farm 
ministers would have to 
oppose the scheme to pre- 
vent Its adoption. 

Mr Fischlcr's readiness to 
put the scheme to a vote 
appears to indicate growing 
confidence that farm minis- 
ters will back the scheme, or 
at least not oppose it in suffi- 
cient quantities. His officials 
have frequently said they 
would be unwilling to risk a 
io vote because a rejection 
xwld put back ending tbe 
ian by montbs. 

The ban was Imposed in 
dorch 1996 after UK scicn- 
ists identified a potential 
Ink between BSE (socalted 
nad cow disease) and 
ivCJD, a similarly fatal ill- 
ess affecting people. Before 
he ban, the UK was export- 


ing more than £500m (5845m) 
of beef a year. 

Nick Brown, UK farm min- 
ister, says UK beef is now 
among the safest in the 
world. This follows the 
slaughter of 3m cattle and 
the strict application of mea- 
sures to prevent the spread 
or BSE. None the less, Ger- 
man consumers are still 
highly sceptical about Brit- 
ish beef and the new SPD-led 
government is under strong 
pressure to vote against a 
lifting of the UK ban. Lux- 
embourg and the Nether- 
lands are among other 
potential opponents. 

British officials were yes- 
terday noncommittal about 
their assessment of the UK's 
chances, having seen several 
false dawns for a lifting of 
the ban. "We are making no 
predictions," said one. How- 
ever, Julie Smith, represent- 
ing the UK National Farm- 
ers' Union in Brussels, said 
she was cautiously optimis- 
tic the farm council would 
end the ban at their meeting 
on November 23 and 24. 

Tbe commission's “date- 
based" export scheme would 
allow the UK to sell overseas 
the meat from cattle born 
after August 1 1996. which 
covers the vast majority of 
British cattle. 

Last week, the commission 
amended the scheme in a 
way that makes it more 
favourable to the UK by , 
dropping its previous insls- j 
tence that all beef must be 
de- boned under tight EU reg- 
ulations in slaughterhouses. 

Exported beef will still 
have to be de-bo ned, but 
there will be no requirement 
that bones be removed Grom 
beef sold in Britain. 


By Stela Jones hi Manchester 


Engineering employers in 
the Midlands and Yorkshire 
regions of England yesterday 
joined calls for a Oj 5 point 
cut In interest rates by the 
Bank of England's monetary 
policy committee this week 
after a survey showed “a 
dramatic reversal of the 
; upward trend" in recruit- 
ment of apprentices and 
trainees. 

Rising recruitment In the 
industry had been halted “by 
the approach of what could 
be a hard recession”, accord- 
ing to the Sheffield branch of 
the Engineering Employers 
Federation. The federation's 
survey of 100 companies 
employing 13,000 people 
showed a significant fall in 
recruitment in all categories 
of trainees except manual 
operatives. 

Sliding confidence among 
employers was also expected 
to lead to a 3 per cent to 5 
per cent decline in jobs in 
engineering, described as tbe 
pivotal sector of tbe region's 
manufacturing industry. 
Engineering employers 
across the UK are predicting 
job losses of 100,000 from a 
workforce of 1. Train the next 
12 months. 

Recruitment of young 
people had declined by 20 
per cent in the past year 
because of a “fear of hard 
times ahead, sterling’s prob- 
lems abroad and an increas- 
ingly difficult market at 
home”, according to the 
survey. 

Gordon Scott, EEF Shef- 
field’s regional director, said 1 
difficulties in global markets 
and declining confidence 
because of interest rate lev- I 
els were the main factors. 


Data publication halted 
ifter inaccuracy fears 


r Christopher Adams, 
ononucs Staff 


fficial statisticians have 
spended publication of the 
-erage earnings index 
cause of fears about its 
liability. Tbe decision 
sans tbe Bank of 
igtand's monetary policy 
uunittee may be deprived 
crucial data when it meets 
set interest rates next 
inth. 

rhis is tbe first time publi- 
Jon of official statistics 
s been halted because of 
scorns over accuracy. The 
pee for National Statistics 
i j’esterday public confi- 
lce in the average earn- 
s series had been dented, 
i figures, which are pub- 
ed monthly and relied on 


by the monetary policy com- 
mittee as an indicator of 
inflationary pressures, were 
significantly revised last 
month, prompting a Trea- 
sury review of how the data 
are collated. 

The next batch of figures, 
previously due next week, 
will not now be published 
until the Treasury has com- 
pleted its study, which could 
take up to six weeks. Econo- 
mists said themoneiary pol- 
icy committee would have to 
rely more on unemployment 
data when analysing trends 
in the labour market. 

Tim Holt, director of the 
ONS, defended Its decision, 
saying the office would pre- 
fer to publish only after the 
data received “a clean bill of 
health". 


Expectations that the 
Bank of England will cut 
interest rates again this 
week, following the reduc- 
tion In base rates last month 
from 7.5 to 7.25 per cent, 
intensified after a survey 
yesterday showed order 
books in the manufacturing 
sector shrinking at their 
fastest rate for at least gv> 
years. 

• Merrill Lynch, the US 
investment bank, yesterday 
issued a bullish statement 
about the outlook for the UK 
economy, Jane Martinson 
writes. In a report which 
looked for improving condi- 
tions around the world the 
bank argued that the UK 
was in better shape than 
most other economies with 
the exception of Singapore. 
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T Hy!S'ONNEWS^UBLIC SERVICE BROADCASTER 


AIMS TO DISTRIBUTE CHANNEL TO CABLE AND SATELLITE ENTERPRISES 
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BBC seeks partners for US venture 
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By John Sapper, 

MwBa Editor 

. T* 1 ® 13 “Stating with 

Vw^ ®^fober of US media com- 
. P^os to form a commercial 
partnereWp that would dis- 
tnbute its BBC World news 
and information channel to 
cable and satellite television 
groups. 

■nw attempt to sell BBC 
World as a digital channel 
for US cable and satellite 
companies comes in the 
wake of a similar joint ven- 
ture between the BBC and 
Discovery Communications, 
the US documentary cable 
channel. 

The BBC Is thought to be 
talking to Discovery, Liberty 
. Media, the US cable pro- 
y gramming group, and Echo 
3* star, the satellite television 


company, and others about a 
joint venture. It hopes to 

an agreement by early 
next year. 

y° rM ' a channel 

by advertising and 
subscription that lost some 
ptoi ($25m) last year, 
its first entry to the US last 
month in a deal with 25 US 
public television stations 
that will carry daily news 
bulletins. 

BBC World, which was 
launched as a commercial 
service in 1991 after the gov- 
eminent rejected an effort 
by the BBC to gain public 
funding for a television 
equivalent of the World Ser- 
vice. is available in 55m 
homes worldwide. The BBC 
is a public-service broad- 
caster financed mainly 
through a state levy on UK 


owners of television sets. 

Its efforts to gain wider 
distribution in the US are 
vital to its aim of breaking 
even in about five years’ 
time. It is distributed via sat- 
ellite m most regions of the 
world, and has a joint distri- 
bution deal in Asia. 

BBC Worldwide, the corpo- 

□QHWORLD 

ration’s commercial arm, is 
seeking to sail BBC World 
through a company in which 
it would bold a 50 per cent 
stake. It would also take a 
share of advertising and sub- 
scription revenues from 


- Patrick Cross, managing 
director of BBC World, said 
that it could distribute the 


channel itself but preferred 
to gain some local expertise. 
“We think it will simply be 
more efficient to work with 
someone who knows the 
market," he said. 

Earlier this year, the BBC 
made an exceptional provi- 
sion of £9m when it wound 
up a joint venture distribu- 
tion arrangement for Europe 
with Pearson, the UK media 
group which owns the 
Financial Times, and Cox 
Communications, the US 
cable group. 

BBC. America,' the BBC’s 
new entertainment channel, 
is now distributed to about 
1.8m homes in the US follow- 
ing a deal with EchoStar, the 
satellite television company, 
ft is distributed largely as a 

di gital flhaiwg] 

The BBC has been compet- 


ing with Independent Televi- 
sion News of the UK to gain 
distribution for its news bul- 
letins in the US. ITN has just 
si pied a distribution deal 
with 38 public television 
stations. 

• The UK government is 
today expected to recom- 
mend relaxation of the rules 
on the number of channels a 
single company can supply 
to digital terrestrial televi- 
sion. Cathy Newman writes. 

The move will allow On 
Digital, the group owned by 
two terrestrial television 
companies, to launch its 30- 
channel service later thin 
month without risking a 
breach of the law. 

The government plans to 
consult the public on a 
change to the rules, which 
would allow broadcasters 


such as British Sky Broad 
casting, the satellite group, 
to supply more channels. If 
the government did not ease 
the restrictions, BSkyB, 
which has agreed to supply 
five channels to On Digital, 
would technically risk break- 
ing the law. The government 
aims to rush through sec- 
ondary legislation in time 
for On Digital's November 15 
launch. 

An On Digital executive 
said: “Clarification of the 
present position would be 
welcome. 

Current restrictions pre- 
vent one company supplying 
more than two out of 12 digi- 
tal terrestrial channels. Once 
more than 12 channels are 
being broadcast, one com- 
pany is allowed to supply a 
quarter of the total 


Bankers bid ‘sayonara’ out of season to City of London 


However inauspicious the time, financial 
upheaval inside and outside Japan drives 
expatriates home, Emiko Terazono writes 
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O ctober and November 
are hardly auspicious 
times for moving 
bouse, according to the tra- 
ditional Japanese raipnHa r — 
many prefer to choose the 
spring, which symbolises a 
new beginning. 

Yet Japanese removal 
companies operating in Lon- 
atfe don say they are experieno- 
'f’ing one of their busiest peri- 
ods for several years. 

Removal requests from 
Japanese expatriate bankers 
returning home have 
increased by 20 per cent over 
the past few months, says 


Akira Hortuchi of Nittsu, the 
Japanese moving and parcel 
delivery group. “The tradi- 
tional peak season for mov- 
ing is April, but this year it's 
different,” he says. 

It is an ever-growing trend 
as the deepening recession 
back home and the global 
financial upheaval have hit 
Japanese financial insti- 
tutions. 

Last week, Mitsui Trust & 
Banking joined the list of 
Japan's once mighty finan- 
cial houses forced to retreat 
from London - forcing Japa- 
nese expatriates to cut short 


their three years' of unlim- 
ited golf away from the eye 
of head office. 

The decline in the number 
of Japanese bankers has 
transformed the clientele at 
Note, the lumen (Japanese 
noodle) shop in the City. 
Where Japanese salarymen 
used to sit, a mare interna- 
tional blend of customer is 
taking over. 

But Noto and the Japanese 
removal companies may be 
among the luckier busi- 
nesses catering to Japanese 
corporate expatriates. As 
Japanese bankers bid sayon- 
ara to the City of London, 
the businesses that relied on 
them are feeling the pain. 
“Everybody’s suffering," 
says the owner of a London- 


based Japanese -language 
newspaper. 

. The number of Japanese 
in the UK has fallow fttiwutily 
from its peak of more than 
5&000 in 1993. Of this, corpo- 
rate expatriates and their 
families accounted for some 
30,000, a figure which is 
believed to have fallen by 
more than 40 per cent 

Estate agents operating in 
the traditional Japanese 
enclaves in north and west 
London are experiencing the 
effects. “It was quiet until 
about September, but they’re 
going back in droves now," 
says Japan Service, based In 
West London. 

Among those severely 
affected are restaurants and 
bars that allowed Japanese 


bankers to lead lives as they 
would In Japan - long hours 
In the office, eating at Japa- 
nese restaurants, and drink- 
ing with colleagues after 
work at karaoke bars com- 
plete witb mama-son. The 
bst of venues forced to close 
their doors grows daily. 

The fall-out has been 
worst In the financial sector, 
expatriates working for man- 
ufacturers and other compa- 
nies have been less affected. 
There is a sense of schaden- 
freude among expats work- 
ing for other sectors which 
reflects the negative senti- 
ment against hankers that 
has gradually grown over 
the past few decades in 
Japan - first, because of the 
“bubble economy” in which 
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At Opel, everyone on the 
team plays a role in product 
quality. 

For instance, workers in 
our manufacturing plants are 
trained to refuse any part 
or vehicle that is not 100% 
correct before It passes to 
the next stage of production. 
Various advanced systems 
check for Irregularities and 
warn of a potential problem. 
Employees are encouraged 
to use their judgment in 
evaluating the situation and, 
If necessary, can even halt 
the assembly line to rectify it. 

We refer to this as the 
empowerment of people. 
Here it means giving 
employees the ability to 
call time-out. 

Internet: http://www.opel.com 



assets surged as a result of 
excessive bank lending, and 
then the worsening bad debt 
problem, seen as a root of 
Japan’s economic problems. 

“One of our neighbours 
who worked for a bank was 
gone one day after about a 
year. There is little move- 
ment among people working 
for other companies.” says 
an official at a leading Japa- 
nese electronics company. 

But as the effects of the 
global economic slowdown 
hit the UK, the retrench- 
ment is unlikely to stop at 
hanks and brokers. 

“The banks are the first 
wave,” says a Japanese busi- 
ness reporter based in Lon- 
don. “The manufacturers 
will be next” 


Warning 
to Scots 
on cost of 
secession 


By James Buxton 
h Ecfinburgh 


The Scottish National 
party's dream of taking an 
independent Scotland into 
the European single cur- 
rency would require heavy 
cuts in public spending or 
large tax increases to meet 
the Maastricht criteria, Don- 
ald Dewar, chief minister fix' 
Scotland tn the UK govern- 
ment, warned yesterday. 

The Labour government 
was committed to boosting 
public spending in Scotland 
by £4bn ($6-75bn) over the 
next three years, he said. 
But this would mean Scot- 
land's budget deficit being 
more than 4 per cent of gross 
domestic product, exceeding 
the Maastricht convergence 
criteria of 3 per cent 

Mr Dewar, in his latest 
attack on the SNP and its 
separatist policy, said it 
would require a cut of £lbo 
in the Scottish deficit fix: an 
independent Scotland to 
qualify to join the euro, a 
key plank in SNP policy. 
“This means an early dash 
for the single currency 
would leave a financial black 
hole of £lhn.” 

Mr Dewar said there 
would be sufficient head- 
room for the UK as a whole 
to meet the Maastricht crite- 
ria over the coming years 
even on the reduced forecast 
for GDP growth which Gor- 
don Brown, the chancellor of 
the exchequer, is expected to 
announce today in his pre- 
Budget statement. 

Independent forecasters 
suggest Scotland will have 
higher GDP growth than the 
UK as a whole next year, but 
it would still suffer the 
structural budget deficit that 
government and Indepen- 
dent economists have identi- 
fied in the past 

Alex Salinond, the SNP 
leader, scorned Mr Dewar's 
attack. Mr Dewar had clearly 
accepted the nationalists' 
assumption that Scotland 
would get 90 per cent of 
North Sea off revenues, and 
was thus accepting that 
Scotland would have a 
higher GDP per head than 
the UK as a whole and be 
the seventh-richest country 
in the world, he said. “It is 
absurd to suggest that the 
seventh-richest country in 
the world is too poor to join 
the euro." 

• Alim Michael, the new 
chief minister for Wales, is 
expected to become the gov- 
erning Labour party’s candi- 
date for first secretary of the 
planned Welsh assembly. 
Colleagues of Ron Davies, 
who was farced to forego 
that position and that of 
Welsh secretary after a 
lapse of judgment" involv- 
ing being robbed, said he 
would support Mr Michael. 
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NEWS DIGEST 

NEGOTIATIONS WITH PFIZER 

Government to restrict 
Viagra spending to $17m 

The government plans to limit expenditure on the 
anti-impotence pill Viagra to the total of between £lQm 
(SI 7m) and £12m that the state health service now spends 
on other forms of impotence treatment. Ministers plan to 
impose a "hybrid" ban on the drug, making it available on 
the state service only for very limited physkral causes of 
impotence. 

Otherwise, doctors will remain barred from prescribing 
Viagra on the health service, although they will be free, at 
their own risk, to prescribe it privately to their state 
patients privately for impotence caused by conditions not 
covered by the state service. 

Ministers are aware that Pfizer, Viagra’s US manufac- 
turer, might mount a legal challenge to a hybrid ban, but 
according to UK Department of Health sources, the gov- 
ernment is likely to warn the company that it will simply 
maintain and reenforce the state service's existing blanket 
ban on the drug if that happens. Pfizer yesterday did not 
role out such a legal challenge. Under government plans, 
Viagra is likely to replace existing and more expensive 
treatments in about four out of five cases, which should 
allow a substantial increase in the number of patients 
treated. Nicholas Timmins and David Pilling, London 


DISPUTE WITH GOVERNMENT 

Judge’s order on Maxwell son 

Kevin Maxwell, who was cleared of 
fraud charges over the collapse of 
the Maxwell publishing empire, was 
yesterday ordered by a High Court 
judge in London to provide UK 
government inspectors with written 
details of his knowledge of the 
£500m ($845 m) public offering of 
Mirror Group Newspapers in 1991. 
Mr Maxwell (left) is a son of the late 
publishing tycoon Robert Maxwell. 
However, Mr Maxwell complained 
to the court that he feared the 
Department of Trade and Industry 
might use the information to launch 
further legal proceedings against 
him. It was “unfair and oppressive" to expect him to pro- 
vide more information while the government prevented him 
claiming legal aid to hire lawyers. John Mason, London 



HNANCIAL REGULATOR’S POWERS 

Tribunal plan to allay fears 

The Financial Services Authority, the new integrated regu- 
lator for the City of London, has outlined plans for an inde- 
pendent tribunal designed to help aflay fears about the 
extent of Its powers. Phifip Thorpe, head of enforcement at 
the authority, said yesterday he hoped the proposals 
would placate those concerned that its powers could 
breach the European convention on Human Rights. 

Mr Thorpe was sensitive to the fact that the Financial 
Services and Markets Bill, published this summer, left a 
gap between the FSA’s decision to commence proceed- 
ings against a firm or individual and the final Appeals Tri- 
bunal in which defence was limited. The idea of an “inter- 
nal tribunal” is designed to fill that gap. “With this 
structure the prosecution will not be foe judge and jury," 
said Mr Thorpe. Jane Martinson, London 


NORTHERN IRELAND 


Irish PM in peace move 

Bertie Ahem, prime minister of the Republic of Ireland, 
yesterday visited Northern Ireland for talks with most of 
the political parties there in an effort to break foe impasse 
preventing Implementation of the April peace agreement. 
The talks focused on foe need to agree the areas for 
cross- border co-operation, which should have been set- 
tled last weekend. However Mo Mowlam, the chief North- 
ern Ireland minister in the UK government played down 
the difficulties. John Murray Brown, Dublin 

Digital media 
‘could create 
80,000 jobs’ 

By Alice Rawsthoru in London 


Digital media, the industry 
responsible for designing 
and creating content for the 
internet and other digital 
formats, such as CD -Roms, 
could create up to 80.000 jobs 
over the next eight years. 

Some 20,750 people in the 
UK are employed in digital 
media, a sector that barely 
existed a decade ago, accord- 
ing to a study commissioned 
by the Digital Media Alli- 
ance, a consortium of 
companies involved with the 
industry. 

The study is the first thor- 
ough analysis of digital 
media, one of the economic 
sectors that the government 
is committed to strengthen- 
ing as part of its strategy of 
stimulating the creative 
Industries. 

There are 2,750 digital 
media companies in the UK 
with combined annual reve- 
nue of £687m (Si bn), accord- 
ing to the study. They 
include: Dorling Kindersley 
Multimedia, the CD-Rom 
publisher; Psion (UK), the 
hand-held computer maker, 
and Jupiter Research 
(Europe), the digital market 
research consultancy. 

About 2.000 freelances, 
mustering combined annual 
income of work in the 
digital media sector. The 
study estimates that 500 spe- 
cialist digital subsidiaries of 
traditional media groups 
produce annual turnover of 
about £187 .5m. The work of 
these companies and individ- 
uals has given the UK an 
international reputation as 
having “recognised indige- 


Internet recorder 
to sell for $280 

An internet recording device 
that foe US music Industry ' 
has taken legal action to ban 
wifi go on sale in foe UK this 
month with a retail price of 
roughly £165(5280), Alice 
Rawsthom writes. 

Diamond Multimedia, the 
Californian company behind 
The Rio, said the first 
shipment was scheduled to 
arrive in the UK in late 
November. The hand-held 
device is the first mass 
market version of the MP3 
recorders used to identify, 
record and play back the 
MP3 audio flies on which 
music is stored on the 
internet and other digital 
systems. Many MP3 files on 
foe Internet are unauthorised 
digital copies of albums and 
singles. Rising internet 
piracy is one of the gravest 
problems for foe music 
industry and labels are 
concerned over the 
availability of inexpensive 
recorders. 


nous talent for creative ideas 
and cultural innovation'’ in 
digital media, according to 
the study. 

It argues that the UK's dig- 
ital media industry has the 
potential to grow by at least 
20 per cent a year over the 
next decade. But it also iden- 
tifies obstacles, including 
the high cost of updating 
technology and the high UK 
cost compared with the US. 
of accessing the internet. 
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MANAGEMENT 


GROWING BUSINESS BUY-OUTS ^ 

Big money 
nowhere to 

The effect of stock market volatility on J 
values has opened a gap between buyers t . 
and sellers, writes Katharine Campbell J 


■US Having the biggest 
bui ’ out hi town 
fr JC no longer looks quite 
as clever as it did only a few 
months ago. Until recently, 
European private equity 
managers such as Doughty 
Hanson. CVC Capital Part- 
ners and Cinveu - guardians 
of the most substantial war 
chests raised in the past 
year - could pitch for the 
really glamorous deals, 
enjoy the fattest manage- 
ment fees, and reward their 
stafT the best. 

Now the buy-out market is 
sputtering, particularly at 
the large end - precisely the 
sorts of transactions which 
are crucial if these multi- 
billion funds are to be spent 
at anything like the rate 
investors bad been prom- 
ised. Cm von. which dazzled 
its competitors during Its 
1997 shopping spree, could 
well see out 1998 having 
completed just two deals, the 
buy-out of Kappa, the Dutch 
packaging business, and IPC 
Magazines of the UK. Find- 
ing a home for all that cash 
is going to be a headache. 

Some transactions are still 
proceeding. Morgan Grenfell 
Development Capital com- 
pleted its first big deal for a 
while with the DM900m 
fSal&.Tm) purchase of 
Vianova, a synthetic resins 
business, from Hoechst, the 
German chemical company. 
Charterhouse Development 
Capital iCDC). almost 
entirely absent from the 
market for two years 
because it thought assets 
were overpriced, has forged 
ahead with the purchase of 
Tussauds Group from pear- 
son. the media group that 
owns l he Financial Times - 
on a multiple of earnings 
steep enough to make its 
competitors, predictably 
enough, shake their heads. 

However, the failure of 
Kohl berg. Kravis Roberts's 
bid for Herberts - another 
Hoechst disposal - rocked 


the buy-out market The 
DM3bn purchase would have 
been one of Europe's largest 
buy-outs, and its demise, 
when KKR tried to renegoti- 
ate the price, is particularly 
unwelcome just when Ger- 
man companies were getting 
used to the idea of dealing 
with financial purchasers. 
Instead, Herberts was last 
week purchased by Du Pont 
of the US - for DM3.13bn. 

Plenty of other buy-outs 
have run into trouble, and 
many, down to quite sm 3 H 
(below $8-L5ml transactions 
are being renegotiated. 

Deals have become more 
difficult to close for two rea- 
sons. First, stockmarket vol- 
atility has thoroughly upset 
pricing assumptions. John 
Brown, deputy managing 
director of Cinven, explains: 
“There is a large gap in 

‘Everyone is ! 
having to take 
a bit of pain 
to get deals 
away 1 


expectations between buyers 
and sellers. Vendors are 
reluctant to alter their 
expectations of value funda- 
mentally - unless they !are 
forced sellers. But purchas- 
ers are saying ‘Look, the 
world has changed’." The 
other problem, as he points 
out, is "we simply cannot get 
the same amount of debt?. 

Some vendors have been 
willing to drop prides. 
Hoechst is understood! to 
have accepted a roughly 
DM 100m reduction for 
Vianova - but to have 
balked at the DM450m or so 
KKR was understood to have 
wanted to shave off its Her- 
berts offer. There is tough 
talking even in the very 


with 
> go 

small buy-outs. “Everyone is 
having to take a bit of pain 
to get deals away," says 
Michael Joseph, managing 
director of Lloyds Develop- 
ment Capital. 

At the same time, buy-out 
houses are finding their 
style seriously cramped fay a 
sharp contraction In the 
avail ability of debt. 

On the one side, they face 
the effective closure of the 
high-yield new issues 
market, which had for the 
last year facilitat ed the fin- 
ancing of some very ambi- 
tious structures. Colin Buf-. 
fin. joint managing director 
of Candover, says be does 
not expect any movement 
"for quite some time". He 
also cautions that with the 
advent of the single cur- 
rency from next January, 
sterling high-yield bonds 
would anyway be harder to 
sell to foreign investors. 

Memanine providers such 
as Intermediate Capital 
Group, previously suffering 
from the incursions or high 
yield, have seen a corre- 
sponding rise In inquiries, 
but are not in a position to 
take up all the slack. 

The general loss of confi- 
dence has led to a severe 
contraction in loan syndica- 
tion. Investment banks that 
had been making the run- 
ning in acquisi tion finance, 
bolding very little on their 
own balance sheets and syn- 
dicating large chunks, have 
recently gone very quiet. 
Toby Wyles. a director at 
Apax. observes: "People 
have become very suspicious 
of the role of investment 
hank as commercial bank". 
Richard Winckles, a director 
at Schroder Ventures, adds: 
"Banks are more likely to 
'club It' [share underwriting 
positions] now. It makes life 
more difficult for us and all 
speaks to price." 

There appears to be an 
overall limit on the rise of 
transaction that can be com- 
pleted - almost regardless of 
its structure.' Sources close 
to KKR maintain it had the 
debt financing in place for 
Herberts, and another US : 



White-knuckle time: the purchase of Tussauds Group, which includes Thorpe Park and its Nemesis ride, is one of the few deals to have 
been completed against a background of turtnient financial markets 


buy-out house said it had 
£S00m of debt arranged for 
an unnamed deal it recently 
aborted for oLher reasons. 
But many banks indicate 
that no more than E200m to 
£300m of debt finance would 
be available for a single deal. 

It is tough even in the 
smaller, unsyndicated deals. 
Jeremy Sharman at Mercury 
Asset Management's private 
equity division says: "The 
banks have scaled back, 
although the more tradi- 
tional players such as the 
Scottish banks which histori- 
cally provided more debt 
through recession are prov- 
ing more robust this time 
around too." 

Ttfe banking community 


has suddenly become much 
pickier too, both about the 
quality of the business and 
the structure of the deal. 

Cordon Bonnyman. man- 
aging director at CDC, may 
have paid a roughly 16 times 
multiple or 1997 pre-tax earn- 
ings for Tussauds. but he is 
ad aman t that he has bought 
a robust business with sig- 
nificant growth prospects. 
"In the past two years, 
people have been paying 
growth multiples for some 
very dull businesses. This is 
different." 

Structures have become 
much more conservative. 
CDC contributed as much as 
£195m in equity to the total 
£400m financing package for 


Tussauds, with £200m of 
senior debt from Bankers 
Trust Part of the latter 
could be securitised at a 
later date if bond markets 
settle, but Mr Bonnyman 
insists the long-term financ- 
ing does not depend on it 

Graham Hutton, head of 
MGDC. says Vianova repre- 
sents "the sort of conserva- 
tive structure you have not 
really seen for 18 months in 
terms of debt multiples. The 
senior debt is under four 
times ebitda [earnings before 
interest, tax, depreciation 
and amortisation]." 

Loan prices have also 
risen significantly, as 
Alchemy Partners found in 
its recent {77Dm deal involv- 


ing the buy-out of Envirotest 
Systems of the US. The fin- 
ancing was completed only 
at the third attempt “On tbe 
last piece of senior debt we 
had to pay four percentage 
points over labor when we 
had hoped for two," says 
Eric Walters, partner. ‘ 

In stun, a testing environ- 
ment awaits private equity 
managers iu coming months. 
There will be fewer, better 
structured deals, with the 
more . established players 
boasting the most solid 
hankinp relationships faring 
the best. Few would deny, 
though, that a dose of cold 
water was in order after the 
excitement of recent months 
and years. 


DEUTSCHE BANK _ 

Fund’s 
target 
takes 
a trim 


■■The private equity 
arm of Deutsche 
ir Jc Bank is braving 
financial market volatility to 
raise a new pan-European 
DSmtra («1.52hn) fund. 

Graham Hutton, who took 
over as Deutsche Bank’s 

head of private equity earlier 
this year, says: “It looks 
qtiite positive. One might 
have thought investors 
would be sitting on their 
hands. But. surprisingly, 
risk-aversion is not hitting 
our business. People can’t j* 1 
put all their money into** 
bonds." ^ 

At the same time, Mr Hut- 
ton admits he has adjusted 
his target slightly down- 
wards from an earlier 
DM3bn. “People who have 
raised the really big funds 
have not spent very much of 
them yet. It may be nice to 
have the fees but they are 
going to be pretty challeng- 
ing to invest" 

He has started pre-market- 
ing among US institutions 
and investors in previous 
funds and hopes to complete 
the exercise by June. Deut- 
sche Bank will contribute a ‘ 
quarter of the total raised. 

Morgan Grenfell Develop- 
ment Capital as the unit is 
still known - a name change 
is.- i mmin ent to Deutsche 
Bank Private Equi t y o*- . . 
something similar - has had 
its problems. 

Sweater Shop, a large 
investment made in 1995, 
has been written off. while 
Mr Hutton, who was brought 
In earlier this year, is in the 
middle of getting the team 
back on track after a period 
of upheaval. 

Returns on the early funds 
were sparkling, however, 
and the Deutsche Bank par- 
entage should help enor- 
mously in the German mar- 
ket. where Mr Hutton 
expects to invest at 
least 35 per cent of 
the new money. 

Katharine Campbell I 
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Being known is one thing, being understood is another! 


PUBLIC SERVICE 
FACILITIES 


TOTAL CAPITAL RATIO 


MAIRE info 


CAC 40 


Dexia is the European leader in the ^ 
financing of public service facilities with a 
12% market share in Europe. 


Ratio of bank's capital and reserves 
to its risk weighted assets. 
Dexia posted a ratio of 14.1% 
on 30 June 1993. 


Internet site set up by 
Credit local de France and the 
Association of French Mayors 
providing information for local authorities. 


Dexia France is one of the 40 leading 
stocks on the Paris Stock Exchange. 


ASSET MANAGEMENT 


LIFE INSURANCE 


PUBLILINK 


NET BANKING INCOME 


Business sector covering private banking, 
mutual funds and institutional banking. 
Total assets under management 
on 30 June 1993 came to 
BEF 885 billion/FRF 144 billion. 


Life insurance premiums collected by 
Dexia on 30 June 1998 were up 183% 
year on year with 1997. 


The Credit Communal de Belgique's 
telecommunication network for 
its public sector customers. 


The sum of net interest income and other income. 
Dexia's net banking income on 30 June 1998 
was BEF 54 billion/FRF 8,S billion, 
a year on year 16% increase. 
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Upset . . 


BANCASSURANCE 


Strategy developed by the group to commercialise a 
full range of insurance products for its customers via its 
network of 950 independent agencies in Belgium. 



RETURN ON EQUITY 
(ROE) 


Ratio measuring the profitability 
of equity capital. Dexia posted 
an ROE of 14.2% on 30 June 1998. 



BEL 20 


Dexia Belgium is one of the 20 leading 
stocks on the Brussels Stock Exchange. 



CONSORTIUM 

COMMITTEE 


The four member committee responsible tor the 
day-to-day management and strategy in Dexia. 
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MUNICIPAL BONDS 


Bonds issued by American municipalities to 
fund their infrastructure expenditure and guaranteed by 
banks. New York Agency works mostly in this area. 



FUND MANAGEMENT 


Strong growth area including the administration. i ? ; 

custody and register activities of the investment funds / 
held by Dexia. Assets under management on 30 June 1998 >. 
were BEF 1.389 billion/FRF 226 billion. 




OPERATING RATIO 


Ratio between expenses and net banking income. 
Dexia posted an operating ratio of 51% on 30 June 1998. 


Dexia, the banking partner for local 
government in Europe, was created by the 
merger of Credit local de France and Credit 
Communal de Belgique. Already European 


leader in the financing of pnblic service 
facilities and with shareholders’ equity of 
6 2 billion euros, Dexia is currently expanding 
into bank insurance and asset management 


PFANDBRIEFE 


Fixed rate German bank bonds reserved to 
mortgage banks. Pfandbriefe issues from 
Dexia Hypothekenbank Berlin AG are rated AAA. 


RATING 


Internationally accepted indicator measuring the 
creditworthiness of major banks. Dexia is rated AA+/Aal 
by Standard & Poor's and Moody's. 


CONSORTIUM 

DEPARTMENTS 


Four Dexia units report to the consortium committee: 
planning and management control, risk management, 
human resources and communication. 


BIL online 


High security online banking service via 
the Internet for the Banque Internationale a 
Luxembourg customers. 


ADVISOR 


He helps projects promoters 
(municipal or corporate projects) assess 
the feasability of a project and negocate with 
arranger banks. Dexia is currently acting as 
advisor for a group involved in the financing 
of motorways in Portugal. 


OPERATING COMPANIES 


SAVINGS DEPOSITS 


The outstanding total for savings deposits from 
Dexia retail banking customers stood at 
BEF 492 billion/FRF 80 billion on 30 June 1998. 


LEAD MANAGER 


Organises the syndication of operations and investment 
in capital markets. Credit Communal de Belgique and 
Banque Internationale a Luxembourg are lead managere 
for euro bonds issued by Credit local de France. 


Dexia consists of four operating companies: 

Credit local de France, Credit Communal de Belgique 
and their subsidaries, Dexia Project & Public Finance 
International Bank and Banque Internationale 3 Luxembourg. 



Finalises legal and financial operations and organises the 
implementation of the package. Dexia has acted as arranger for 
major projects in France (Strasbourg Tramway. Normandy Bridge) 
and bond issues for major towns (Lyon...). 


COMMERCIAL 
BANKING LOANS 


Credits to small and medium sized companies and the 
self-employed, consumer financing and mortgage loans. 
The outstanding amount on 30 June 1998 
was BEF 401 billion/FRF 65 billion. 


EURO MEDIUM TERM 
NOTES (EMTN) 


Euro bonds issued as part of a pre-established 
programme. Credit local de France has issued 
FRF 29 billion in EMTN since 1st January 1998. 



http://www.dexia.com 
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Virtual auctions knock down costs 


B it is "like watching the 
Kentucky derby for an 
hour on a computer 
screen", says Kent Brittan, 
vice-president for supply at 
United Technologies, a US indus- 
trial company with interests from 
lifts to jet engines. 

Be is describing a practice pio- 
neered by United's subsidiaries 
in which suppliers put In bids 
over computer networks to sell 
parts such as printed circuit 
boards. 

Such "electronic auctions” are 
an example of efforts by compa- 
nies — mainly in manufacturing 
but in distribution and ser- 
vices - to use computer net- 
works, including the Internet, to 
simplify HtiTm with suppliers. 

In Mr Brittan's initiative, digi- 
tal si gnals from perhaps 20 rival 
suppliers worldwide are transmit- 
ted to one of United's cH visional 
headquarters. The messages 
appear cm a screen as blips indic- 
ating the prices each supplier Is 
quoting, with the winner being 
whichever emerges after one 
hour with the lowest hid. 

The auctions were started by 
United last year to simplify bids 
by outside companies supplying 
Kvcalled "commodity” products - 
including motors, wire, plastic 
fabrications and electronic parts. 


Companies are turning to online tendering as a cost-effective and efficient way of obtaining supplies. Peter Marsh 
discovers how groups such as United Technologies and IBM have automated their supply-side activities 


Purchases of such items account 
for about one-quarter of the 
$l4bn C£8-2bn) a year United 
spends on all bought-in goods 
and services. 

Mr Brittan says costs for this 
part of the supply bill can be 
reduced significantly by cutting 
the adminis tration needed to deal 
with thousands of small compa- 
nies. One approach is to telescope 
the bi dding into a short period 
using telecommunications and 
computer technologies - creating 
what amounts to a "virtual” 
global auction room. 

A typical manufacturer might 
spend the equivalent of half its 
turnover buying in goods and 
services - of Which half are 
likely to be "indirect supplies” 
such as paper, office furniture 
and accountancy services. The 
rest will be components and 
assemblies used directly in the 
production process. 

While indirect supplies have 
always been a large part of most 
companies' operations, compo- 
nent purchasing has in the past 
IS years become much more 
important. This reflects the trend 
towards outsourcing in which 


companies concentrate on what 
they regard as “core” aspects of 
their business, such as design 
and assembly. 

In addition, many manufactur- 
ers, starting with the car and 
computer industries and now 
many others from tractors to 
washing machines, have sought 
to cut their inventory bills. 
Reducing the prices of bought-in 
parts - and minimising the time 
they are kept in their own ware- 
houses and plants - gives manu- 
facturers an important weapon 
for improving cashflow and 
competitiveness. 

Bought-in goods and services 
can be ranked in ascending order 
of complexity, roughly propor- 
tional to the amount of time and 
effort customers have to spend 
specifying the Items involved. 

At the bottom of the chain are 
"indirect supplies”. Paperclips 
are, after all, nearly all identical 
whether they are used in a high- 
tech semiconductor fectory or by 
a local shopkeeper. r . ' * ~ 

Perhaps because of their lack 
of complexity, indirect supplies 
have been "just about the last 
items of company purchasing to 


be automated”, says Susan 
Dwyer, marketing director at 
Commerce One, a Californian 
company which is a leading pro- 
vider of software to sift out com- 
peting bids for such items. Cus- 
tomers such as Eastman 


Orders and billings 
can be despatched 
electronically, 
reducing 

administrative bills 


Chemical and MCI, the US tele- 
communications company, are 
using its software and the inter- 
net to check on quality and price 
for hundreds of indirect items - 
all listed by their companies an 
specific .web sites. In many cases, 
orders and -billings can be des- 
patched electronically, cutting 
administrative bills. 

At a further level of complexity 
are the "commodify components” 
used in manufacturing processes. 


In these cases, customers will 
have to do more "prescreening” 
of suppliers to check who is qual- 
ified for bidding. Gene Tyndall, a 
supply chain expert at the Wash- 
ington DC office of Ernst & 
Young, the consultancy group, 
says companies involved in try- 
ing to automate the supply side 
of their operations often under- 
estimate the thne they have to 
spend instructing suppliers how 
to use the new computer links. 

United Technologies has 
divided all its commodify sup- 
plies into about 100 . groups 
involving a large proportion of its 
58,000 suppliers worldwide. But 
relatively few are ready for 
online tedding wring auctions, 
says Mr Brittan. “Before this can 
happen, everyone has to put in a 
great deal of homework.” 

At the third and highest level 
of complexity are more highly 
engineered parts where custom- 
ers and suppliers have spent con- 
siderable tinra discussing specifi- 
cations or doing joint product 
development. Examples might 
hrdiidp gearbox parts for a car 
factory and power supplies for a 
computer plant. 


Because of the resources both 
sets of companies have devoted 
to supply arrangements, they are 
more likely to exchange informa- 
tion using computer networks. 

At IBM's computer factory In 
Greenock, Scotland, which makes 
15m personal computers and 
other electronic items a year, the 
wtmpany links, via the internet, 
125 suppliers of items such as 
memory chips, batteries and disc 
drives. 

Orders far these items are 
"posted” electronically every day 
to the suppliers (using encrypted 
software), and in some cases the 
parts are delivered by "service 
points” maintained by suppliers 
at the Greenock site. Ten suppli- 
ers have set up such service- 
points - which act as “mini-ware- 
houses” - with another 80 due to 
follow by the aid of the year. 

With the payment process for 
suppliers starting only when they 
release their components at the 
service point, and with the entire 
pmewfare adminis tered gtaetrnrri- 
cally, IBM has been able to cut 
greatly the money It has tied up 
in inventory. For some compo- 
nents, inventory turnover has 


Carmakers share the ride 


Haig Simonian on US 

manufacturers and 
suppliers who created a 
private communications 
network to 'extend 
enterprise’ 


Py# This week’s start of “full 
production” at the 
MM Automotive Network 
Exchange represents a landmark 
for the US motor Industry In Its 
work on digital commerce. 

Sponsored by the Automotive 
Industry Action Group, a US 
industry association formed by 
the Big Three carmakers and 
their leading suppliers. ANX has 
provoked attention from other 
Industries trying to streamline 
communications and data 
exchange. 

The thinking behind ANX, 
which has been running as a 
pilot scheme since December, is 
simple. For years, US carmakers 
and suppliers have been trying to 
do business more easily and 
cheaply. That did not mean ban- 
ning face-to-face meetings or 
entertaining at the golf club, 
instead, the Intention was to 
improve electronic data ex- 
changes. security and reliability. 

The volume of information 
lowing between manufacturers 
ind suppliers has grown hugely 
n recent years. Carmakers, 
Iriven to cut research and devel- 
ipment costs, have devolved 
oore and more work to suppliers, 
nstead, for example, of being 
•resented with final blueprints 
v a new part and told to come 
ack with bids, big suppliers are 
trectly involved in design and 
Manufacture from the earliest 
Immw of a new vehicle's life In a 
ilfttionshlp dubbed "extended 
ataprise” by Chrysler, one of 
s foremost exponents. 

Suppliers and their carmaking 
• utomers have communicated 
ectronlcally almost from the 
>y co m p u t e rs learned to talk. 
4t these were Invariably bilat- 
al dialogues. Each, for example, 
quired different software and 
immunisations protocols, 
creasing the need for expensive 
idware, software and the infor- 
ttion technology specialists to 
ike them work. And security 
old not always be taken far 
ixxted. Same companies turned 
the internet, but experience 
jwed the public net was no 
ire secure, and was even shak- 
wben ft came to immediate 
inability, speed of data 




; Tw*. ;x* 

ft* <■ ('W* 


; rfer. 


1 =«* 

Tool* 

Tjhm. gwowrjn I CHI 



1 JL t*-. h 

tj.:, 




: 


f 

| DiUU 


Twik 

i Octior- 



(.r-.-.wvjric r- ; 


l Sjh i m 

! Of 


1 

C-J't-J’ 1 


INTERVIEW 

GENERAL ELECTRIC 


Richard Waters 

finds the group has 
learned a lesson on 
purchasing from 
suppliers via 
the internet 
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Virtual modal: a car production line Is abmSated elect ro n i c n fy at port of the Automotive Network Exchange Ford 


transfer or sheer predictability. 

One of the main aims when the 
AIAG was created in 1982 was to 
standardise electronic data inter- 
change and bar codes within the 
industry, notes Christine 
Thomas, who works for the non- 
profit organisation. But while it 
has remained an important 
forum for meetings and training, 
with almost 1,500 members, it has 
been the creation of ANX in the 
1990s that will probably go down 
as Its greatest achievement 

The aim has been to create a 
virtual private communications 
network in which accredited par- 
ticipants can exchange anything 
from complex Cad/Cam drawings 
to e-mail. While based on internet 
technology, ANX has been 
designed to provide superior lev- 
els of performance, security and 
reliability. 

The task has gone in stages. 
First, participants needed to 
agree on common communica- 
tions protocols so their comput- 
ers could talk to each other. Then 
came the appointment of outside 
experts from the telecommunica- 
tions industry to configure the 
system and set standards for cer- 
tifying which internet service 
providers could meet the criteria 
for security and reliability. 

During the pilot phase, 36 lead- 
ing vehicle makers and suppliers 
used the network to exchange 
Information. The list included 
industry heavyweights such as 


Dana. TRW and UT Automotive 
alongside the Big Three car- 
makers and truck specialists 
such as Paccar. 

The system works through the 
internet service providers (ISPs). 
Participants sign contracts with 
ISPs, such as Ameritech, Bell 
Canada or EDS, which are then 
responsible for making data 
connections and guaranteeing 
qualify and security. Charges, as 
with normal Internet connec- 
tions. depend on the connection 
speed, usage and other 


Participants can 
exchange anything 
from complex 
Cad/Cam drawings 
to e-mail 


contracted services. Ib police the 
ISPs and keep an eye on the over- 
all network, ANX appointed Bell- 
core as its “overseer". 

Apart from basic criteria of 
performance and reliability, ser- 
vice providers are also required 
to demonstrate they can meet 
standards for inter-operabmty, 
disaster recovery, customer care 
and trouble handling . 

The move to “frill production” 
means ANX is looking to broader 


goals. Inte rn at i rmflliaatinn is one. 
The network is already talking to 
representatives of Europe's 
motor industry. The Europeans 
already have a group, called 
Odette, looking at electronic data 
exchange, althnu gh nothing iriml . 
lar to ANX Is running yet Some 
pilot schemes may in time lead to 
a brooder relationship with ANX. 

Further Mints include expand- 
ing into other areas of the motor 
industry, such as links with deal- 
ers. ANX also hopes to include 
wider electronic commerce and 

tnlPH H T i t m inlB iHnfw. 

Curiously for a venture bom 
partly from the desire to reduce 
expenditure, there are few clear 
estimates of what ANX might 
save or of how much traffic It is 
already carrying. “The service 
will significantly reduce current 
and future communication costs 
throughout the entire automotive 
supply chain,” says Richard 
Simmons, AIAG executive direc- 
tor on loan from Ford. 

He cites an AIAG study which 
suggested the motor industry in 
North America could save glbn a 
year by implementing a common 
approach to electronic data inter- : 
change throughout the supply 
chain. In ano ther study taking j 
large, medium or small compa- 
nies (bawd on turnover), ANX 
argues users could malm up the 
costs of hooking up to the net- 
work within . less than . five 

mnnthv 


General Electric, which buys 
$35bn (£21bn) of materials and 
services each year, certainly has 
the muscle to nudge its suppliers 
into line when it comes to 
developing online purchasing 
systems. That Is apparent {ran 
its use of electronic bulletin 
boards and extranets to harness 
its buying power and bring down 
purchasing costs. 

But even GE cannot me 
technology to shift the 
relationship between a company 
and its suppliers as much as it 
might want That appears to be 
one lesson from the UB group's 
early experience with GE 
Marketplace. 

GE bad hoped to use the 
system to get suppliers to bid 
against each other in. real-time 
auctions, says Randolph Rowe, a 
manager in GE’s corporate 
initiatives group. That would 
guarantee GE the lowest price 
available at the time, and allow 
suppliers to Md aggressively to 
raise their volumes against 

competitors. 

In the event, the idea, launched 
in 1995, did not take off in its 
original form. Suppliers did not 
| take to the format, and GE found 
that some suppliers made 
promises they could not f ulfil. 
Technology may make it 

theoretically posable to turn a 
supplier network into a virtual 
marketplace, but that does not 
guarantee that it will happen. 

Despite that, the use of 
dectranic bulletin boards UkeGE 
Marketplace could become a 
significant factor in GE's 
electronic commerce armoury, 
and could have a profound 
impart onto suppliers. 

GE set out to apply the 
technology of the internet to Its 
dealings with suppliers in the 
mid-1980s as part of an effort to 
bring town purchasing costs. 

The aim was to improve 
“Owed, cost, qualify", says Gary 
Reiner, chief information officer. 
Much of GE's purchasing power 


is fragmented, with buying 
decisions devolved to people 
around the group. Also, 
processing orders was fraught 
with human error more than a 
quarter of the 8m invoices 
processed by GE each year have 
to be reworked, adds Mr Rowe. 

A large part of the solution 
could come from doing away 
with the group’s patchwork of 
purchasing systems. GE’s 
industrial controls business, for 
instance, had sevau by 
combining them, the benefits of 
standardisation become possible 
A common system will allow the 
division to “create a virtual 
business”, combining orders from 
different sources to harness the 
group's buying power. 

Combined with the technology 
of the internet, standardised 
purchasing systems stand to 
transform relationships with 
suppliers. . 

Takp fhp latent inra rng f- jo n pf . 

GE Marketplace, now known as 
TPN (Trading Partner Network). 
The system acts as a web-based 

noticeboard: suppliers post their 
catalogues on a manter riatehaac 
maintained by TPN. GE buyers 
can then use a standard web . 
browser to compare prices or 
products, and make purchases 
online. A purchase triggers an 
automatic purchase order and 
wiripnaptit from a supplier. 

The system, befog rolled out 
first in GE's lighting division, 
will be used for buying indirect 
materials - those not used in GE 
products - and for items as small 
as s c re wdrive rs or batteries. 

"It forces our employees to use 
the contracts that have been 
negotiated centrally, where there 
Is much more leverage,” says Mr 
Reiner. .. 

GE is now opening the TPN 


network to buyers In other 
companies. The information that 
suppliers post on the central 
database is sliced differently for 
different buyers, enabling a 
supplier to charge various prices, 
depending on the buyer. 

TPN Is also being used for 
online bidding - though not the 
sort of real-time auctions of the 
GE Marketplace days. Suppliers 
are invited to tender for 
contracts online, then they are 
subjected to a compressed round 
ofbids that squeezes the normal 
process of competitive bidding 
into as little as two days, 
according to Mr Rowe. The 
irfffrtenripji that come from 
automating this process have 
brought price reductions of 5 to 
15 per cent, he adds. 

GE also plans to create a series 
of extranets that act as private 
information networks for Its 
suppliers. The first, used by the 
group’s aircraft engine division. 

Is being rolled out now. 

The extranet, a secure part of 
the internet, carries abroad 
range of information to help 
suppliers, "whether it's drawings, 
information about orders or 
anticipa t ed volumes that they 
should gear up for”, says Mr 
Reiner. GE can use the system to 
direct information to specific 
suppliers - it plans, for instance, 
to post supplier scorecards on the 
extranet - or to broadcast its 
needs to a wide group. 

The implications of all of this 
for suppliers are clear only those 
prepared to make their own 
investments In technology and 
training will be able to benefit 
from the closer relationship that 
developments like TPN and the 
use of extranets imply. And they 
will have to be prepared to fi ght 
harder over price to survive. 



Gory Rainer afara to 


Improve mead, cost and quality 
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risen 10 -fold, in the past five 
. years, to 150 a year, according to 
Harry Stanton, head of supply 
management at Greenock. 

Sometimes using computers to 
link outside suppliers has had 
unexpected effects on companies’ 
internal operations. According to 
John McDougaU, head of menu- * 
featuring at a plant in Mother- 
well, Scotland, run by Honeywell, 
the US maker of electronic con- 
trol devices, the company found 
that heavy use of computers in 
linking outsiders led to a much 
simpler sy s te m for pushing com- 
ponents through its own factory. 
"Because there la a much 
smoother throughput of compo- 
nents, we found we didn't need 
the software we had In the past 
to. monitor safety stocks and 
materials flow." 

It is Important, according to 
Ron DeFeo, chief executive of 
Terex, a US maker of heavy 
trucks and cranes to think about 
toe process first and to specify 
the computer system afterwards. 

The systems are "a way to 
solve problems and must not be 
the whole strategy”, he says. "So* . 
many times I have seen computer 
systems purchased [to automate 
parts suppfy) and the only one to 
have benefited has been the soft- 
ware provider.” 
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Master of 
the drip 
and run 

William Packer hails an important 
retrospective which puts the work of 
Jackson Pollock into context 


THE ARTS 
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Such Is the world we live In 
- indeed, such is human 
nature - that we too often 
allow the biography to get in 
the way of the substantial 
work, obscuring or distort- 
ing our view of It, as 
through a prism. It is the 
stuff of the newspaper fea- 
ture. the bio-pic, the chat- 
show puff; and for the visual 
arts it is the job of the retro- 
spective to put the record 
straight. 

If there is a problem with 
Jackson Pollock, it is only 
that the biography is all but 
Inescapable - that old saga, 
irresistible at a safe dis- 
tance, of drinking, depres- 
sion and general bad behav- 
iour, punctuated by bouts of 
frenetic creative therapy and 
rounded off by the fatal 
drunken crash into a tree. 
There is no doubt that Pol- 
lock was a difficult, often 
deeply objectionable man, 
but he was also an artist, 
and the real achievement of 
this exhibition at the 
Museum of Modem Art in 
New York, is to show us just 
how true and significant an 
artist he really was. 

With the work too. the 
story in outline is familiar 
enough - the early Surreal- 
ist Expressionism, then the 
shift Into full Abstraction 
and the first essays with 
drips and splodges, the tri- 
umphant mastery of the 
drip-and-run technique in 
the later 1940s, the desperate 
return to a kind of symbolic 


Surrealism, the vast, magniP 
ieent canvases of the early 
1950s. and the final years of 
depression and intermittent 
activity up to his death in 
1956 at the age of 44. 

But now the story is filled 
out. confirmed at every stage 
by works seldom seen 
- before, let alone brought 
together in such, numbers. 
And theTfollock revealed is 
the painter at work, 
engrossed and unselfcon- 
sciously committed to what 
he was doing, as he was 
doing it. for all the tempera- 
mental fits and starts of his 
chaotic life. 

So the myths begin to fall 
away - of the arbitrary 
frenzy of Action Painting on 
the one hand; and that, with 
Abstract Expressionism, a 
uniquely American Art 
emerged on the other. The 
idea that a New York School 
sprung fully-formed upon 
the world, which Clement 
Greenberg so. effectively pro- 
mulgated in the 1950s and 
1960s. was always suspect 
and. in the longer critical 
term, did the art itself no 
favours. For in looking 
always for the “break- 
through” and the definitive 
style, the earlier, founding 
work tended to be denied. 

In Pollock's case, in the 
years around 1940. we find a 
young artist responding 
openly, yet in a highly per- 
sonal blend of Surrealism 
and Expressionism, to the 
great European masters of 














Extraon&nry things, speaking forthdr ttna and circumstance no less profoundly than Picasso’s 'Demoiselles' of 1906: ‘Bus Pales: Number ll 1 , by Jackson Pollock, 1952 


early 20th century Modern- 
ism - to Ernst. Mir6 and 
Matisse, to Beckmann and 
Kandinsky, and to. Picasso 
most of alL 

The point in attributing 
such influences is not to 
question Pollock's own origi- 
nality, but rather to validate 
iL All art must have its con- 
text. and bearing such par- 
ticular comparison serves 
only to show how strong Pol- 
lock was so soon, and to 
make the later personal 
development the more con- 
vincing. The first few rooms 
show quite how precocious 
he was. with a tiny, fierce, 
almost demented self-por- 


trait of around 1932, and a 
monumental standing nude 
(after 1938) of a man with a 
turnip, or perhaps a bomb, 
for a h«iri 

The imagery of the next 
few years is allusively figu- 
rative, symbolic and totemic. 
Always the paint is rich on 
the surface, but already 
characteristically active - 
even aggressive - in the 
application, even where, as 
in the great “The G uardians 
of the Secret” (1943), or the 
Beckmann-like “Male and 
female" (1942), the composi- 
tion itself is stable, architec- 
tonic. 

In coming out of this 


phase, just after the war. 
into total Abstraction, he in 
no sonap abandons such for- 
malism. Indeed, the exhibi- 
tion celebrates throughout 
not Just the fact, but the 
actual nature of Pollock’s 
technical control. From the 
first clotted surfaces lightly 
overlaid with runs and splat- 
ters of paint, to the canvases 
entirely composed of them, 
he always knew just what he 
was doing. Film and photo- 
graph may set up the endur- 
ing joke of the artist chuck- 
ing paint about and hoping 
for the best, but it remains a 
joke, and we need only look 
into these densely con- 


structed. active yet immacu- 
late surfaces to give it the 
lie. 

We look in upon skein 
upon web of running line 
and colour, as into a cosmic 
pictorial space, yet every 
mark and system holds its 
place, every shift and 
emphasis of tone and colour 
balanced and resolved. 
These paintings are no less 
careful and considered in 
their composition for being 
Abstract, and painted on the 
floor, with liquid paint run 
from a can. 

They are also, frequently, 
very beautiful. The black 
paintings of 1951. and those 


after 1953 that mark his 
uncertain return to symbolic 
and expressionist figuration, 
form a coda to the show, but 
the effective climax comes 
with the three huge can- 
vases of 1950. and the “Blue 
Poles” of 1953. ail either 15 
or 17 feet, that are the final 
consummation of Pollock’s 
drip-and-run techuique. 
indeed the definitive state- 
ment of Abstract Expression- 
ism itself. They are extraor- 
dinary things, speaking for 
their time and circumstance 
no less profoundly than did 
Picasso's “Demoiselles’* in 
1906, or the proto-Abstract 
“Compositions” of Kandin- 


sky in 1911'. Some may still 
find them difficult, ur even 
doubt them ms art. as though 
the Mudem movement was 
still something new. chal- 
lenging. and dangerous. Pol- 
lock painted them nearly 50 
years ago. and they are mas- 
terpieces. 

Jackson PoHock: The Museum 
of Modem Art, 11 West 53 
Street, New York, until February 
2, then to the Tate Gallery, 
London; sponsored by Nations 
Bank and Bank of America, 
supported by the Thaw Charita- 
ble Trust, Ex or America (Agnelli 
Group). TD1, and The David Get- 
fen Foundation. 


OPERA 


Grimm 
fairytale 
moves to 


In transforming the Grimm brothers’ 
version of Hansel and Gretel into an 
opera libretto, Adelheid Wette elimi- 
nated much of the cruelty anff inhu- 
manity that marked the original 
tale: and Wette’s brother, the com- 
poser Engelbert Humperdinck, fur- 
ther tempered the story’s severity. 
Still, the opera is far from light- 
hearted: and for designers and direc- 
tors. a problem ensues. They try to 
make a saccharine fairy tale out of 
what is a complex and troubling 
drama. True, there are fairies and 
angels and gingerbread: but there is 
also poverty, near famine and appall- 
ing neurosis. 

Making his debut at the New York 
City Opera witb Humperdinck’s 
masterpiece, director James Robin- 
son has decided to set the piece in 
the New York City of 1893 (the year 
of the opera’s premiere in Weimar). 
Instead of a woodsman’s hut. the 
children live with their parents in a 
gloomy tenement; they belong to an 
immigrant family, and as they play 
their games, they lapse from English 
into the German of their parents' 
tradition. 

Banished from their apartment by 
their desperate mother, they take 



Compefingiy beSevabte: Sara Gruber and Theodora Hanslowe n James Robinson's debut production at New York City Opera 


refuge in Olmstead's still-pristine 
Central Park, brilliantly recreated 
by the designer John Conklin, who 
affords us a celestial vision of the 
park as paradise, with angel-parents 
pushing prams and angel children 
flying supernatural kites. 

The witch lives, of course, in a 
grand house on the upper East Side. 
With the admirable collaboration of 
Anne Oliver (costumes) and Kenneth 
Posner flighting). Robinson tells the 
story on his own, coherent, touching 


terms. The audience does not have 
to suspend disbelief, because every- 
thing on stage is completely. Indeed 
compellingly, believable. 

Musically, the production is every 
bit as praiseworthy. George Mana- 
h an, the conductor, brings out all 
the loveliness of the music, never 
permitting its innocence to doy, the 
prayers, the games, the interpola- 
tions (Sandman and Dew Fairy) are 
all subtly gauged. And the well-cho- 
sen voices also blend perfectly: Sari 


Gruber's endearing Gretel. Theodora 
Hanslowe’s more sober but lyrical 
Hansel, the dramatic but not hector- 
ing Mother of Johanna Johnston, 
and the warm, authoritative Father 
of Victor Benedetti. David Walker 
and Yunah Lee are the impeccable 
Sandman and Dew Fairy, and Lin da 
Roark-Strummer is a Witch frighten- 
ing yet measured. 

William Weaver 


MUSIC T0RU TAKEMITSU / SPIRIT OF THE GARDEN FESTIVAL 

Full of eastern promise 


When it concluded last 
week, the South Bank's 
"Spirit of the Garden” 
festival - celebrating the 
music of Torn TakemitsU - 
had done the late composer 
proud It did credit to all 
those involved, too: the 
Sooth Bank planners, the 
London Sinfonietta. the 
Philhannonia, the BBC 
Symphony and above all the 
composer-conductor Oliver 
Knussen, who was the 
festival’s prime mover and 
shaker. 

Knussen was exactly the 
right person, since he shares 
not only Takemitsa’s 
penchant for non-violent 
modernism, but his deep 
love and respect for 
Impressionist music. Some 
feared that we ought get a 
surfeit of small, exquisitely 
made garden-idylls with the 
scent of Debussy or Ravel 
hanging about them, with 
the odd tasteful incursion by 
some exotic instrument. In 
fact “Spirit of the Garden" 
offered much more. 

Most of the Japanese 
composer’s later music (he 
died in 1996) is serene, 
pretty, instantly accessible 
- and yes, “exquisitely 
made". Knussen’s 
programmes reached back 
further, to the 1960s and 


'70s, when there was greater 
boldness and variety in his 
work. Andrew Davis and the 
BBC Symphony leavened 
their programmes with 
popular Ravel, but one of 
those still included 
Takemitsu’ s extraordinary 
choral cycle from the early 
1960s. Wind Horse. 

In its three vocalises, 
another two movements 
composed to highly erotic 
texts, and an ululating coda, 
James Morgan conducted 
the BBC Singers in a 
virtuoso performance. Wind 
Horse demands 
Expressionist extremes from 
its (unaccompanied) chorus, 
but also intricate 
counterpoint lyrical 
douceur and some earthy 
folksong. Though there was 
some inspiration from the 
Occidental avant-garde, to 
ns it sounded purely 
Japanese - deeply foreign 
and fascinating - whereas 
his late music often seems 
to be basically European, 
just spiced here and there 
with Oriental touches. 

Not all the earlier “Spirit 
of the Garden” exhibits 
were so persuasive. 
Takemitsu’s 1976 
Marginalia , in the same 
Davis concert sounded jnst 
that: intriguing doodles that 


never connected into a 
larger whole. In one of 
Knussen's Sinfonietta 
programmes, Takemitsu’s 
spikey little Stanza I (1968) 
also seemed too brittly 
compacted to make audible 
sense. 

Bnt then Knussen played 
us a tape of a later, longer 
work which incorporated 
the Stanza as its core, and it 
expanded beautifully. Even 
more so Takemitsu's grand 
Arc for piano and orchestra 
(composed between 1963 and 
”76) - for which Rolf Hind 
learned the solo part just 
days before the concert, 
when Peter Serktn suddenly 
cancelled. It teems with 
original musical ideas, and 
spreads them ont in exciting 
directions. Hind was so 
elegantly decorative that he 
might have been cuddling 
np to tbe work for years. 

That concert, the last in 
the series, proved how 
successful the festival had 
been. It was all Takemitsu 
and all unfamiliar; but it 
drew a solid, appreciative 
bouse, apparently because 
enough listeners had by 
then been convinced that 
Takemitsu is good to bear. 

David Murray 
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Lassen; Nov 3 


AMSTERDAM 

OPERA 

Netherlands Opera, Het 
Muaektheater 
Td: 31-20-551 8311 
9 The Rate's Progress: fry 
Stravinsky. Conducted by 
Reinbert de Leeuw in 8 staging 
by Peter Sellars. Cast Includes 
Donald McIntyre, Thomas Randle 
and Willard White: Nov 4 
EXHIBITIONS 
Rijksmuseum 
Tel: 31-20-673 2121 
9 Van Gogh in the 
Rijksmuseum: during the period 
of the Van Gogh Museum's . 
closure for renovation and 
building work, a setaetton tfrts 
finest holdings will be exmoneo 
in the Rijksmuseum’s South 
Wing: to Ma r 7 

BERLIN 

DANCE 
Deutsche Oper 
Tel: 49-30-34384-01 
m Cinderella: new staging oy 
Roberto de Oliveira. The title 
is danced, by TamakO^gw^- 
and the conductor Is Peter Eb®t 


OPERA 

Staatsoper unter den Linden 
Tel: 49-30-2035 4555 
www.staatsoper-berHn.org 
9 Christoph Kolumbus: by 
Milhaud. New staging by British 
film director Peter Greenaway, 
conducted by Philippe Jordan; 
Nov 5 


CHICAGO 

OPERA 

Lyric Opera of Chicago 
Tel: 1-312-332 2244 
www.lyricopera.org 

• Ariadne auf Naxos; by R. 
Strauss. New production by John 
Cox, conducted by Robert 
Spano. Cast Includes Deborah 
Voigt and Susan Graham; Nov 6 

• Mourning Becomes Bectra: 
by Martin David Levy. New 
production by Uviu Ciulei, 
conducted By Richard Buckley: 
Nov 4 

EXHIBITIONS 

Art Institute Of Chicago 

Tel: 1-312-443 3600 

wwwArtic.edu 

9 Art and Archaeology of 
Ancient West Mexico: more 
lhan 200 works, inducting 
terracotta figures found in tombs, 
and findings of recent 
excavations. Many of these 
objects have never before been 
pubflciy exhibited; to Dec 6 

COPENHAGEN 

exhibitions . 

Louisiana Museum of Modem 
Art, Humtabaek 


Tet. 45-4919 0719 
www.fouisiana. cfh 
9 Joan Mir6: big retrospective 
comprising 140 paintings, 
drawings and sculptures, 
including works borrowed from 
the artist’s family since the 
exhibition was shown in 
Stockholm over the summer to 
Jan 10 

GLASGOW 

OPERA 

Scottish Opera, Theatre Royal 
Tel: 44-141-332 9000 

• Dalibor. by Smetana. 
Conducted by Richard Armstrong 
in a staging by David Pountney; 

Nov 4 

Theatre Royal 
Tel: 44-141-332 9000 

• Scottish Opera: The Magic 
Flute: by Mozart Scottish Opera 
production by Martin Duncan, 
conducted by Richard Fames; 
Nov 3. 5 

HELSINKI 

DANCE 

Finnish National Ballet 
Tel: 358-9-403 021 

• GiseRe: staging by Sylvie 
Guillem. With sets and costumes 
by RamOn B tvars. Conducted by 
David Garfoth; Nov 4 

LAUSANNE 

EXHIBITIONS 

Mus^e Cantonal des 

Beaux-Arts 

Tel: 41-21-312 8332 

9 The Collection of Dr 

Henri- Auguste Widmer in 30 

years, Widmer collected more 


than 600 works of art This 
display, designed to pay tribute 
to one of the museum’s most 
generous donors, includes works 
by Boudin, Daubigny, Chintreuil 
and Rousseau. The exhibition 
also includes sculptures and a 
selection of antiquities; to Nov 8 

LJUBLIANA 

DANCE 

Cankarjevdom 

Tel: 386-61-222 815 
9 Siobhan Davies Dance 
Company: tQih Anniversary 
Autumn Tour. Programme 
features Eighty Eight, a new work 
set to piano music by Con ion 
Nancarrow, played by Rex 
Lawson, and Winnsboro Cotton 
Mill Blues; Nov 3 

LONDON 
CONCERTS 
Barbican HaU 
Tel: 44-171-638 8891 
• London Symphony Orchestra: 
Michael Trlson Thomas conducts 
a series of works by Stravinsky; 
Nov 6 

OPERA 

English National Opera, 

London Coliseum 
Tel: 44-171-632 8300 
9 Mary Stuart by Donizetti. 
Conducted by Jean-Yves 
Ossonce (Noel Davies from Nov 
7) in a new staging by Gale 
Edwards, with costumes by 
Jasper Conran. Ann Murray sings 
the title role, with Susan Parry as 
EHzabeth: Nov 5 

EXHIBITIONS 


Royal Academy of Arts 
Tel: 44-171-300 8000 
9 Charlotte Salomon: bom in 
Berlin in 1917, Charlotte Salomon 
died in Auschwitz in 1943, after 
living in hiding in the south of 
France for three years, during 
which time she produced a 
series of 769 gouaches called 
Life? Or Theatre?, exhibited here, 
which has been interpreted as a 
form of self-protection against 
the violence of the Nazi era; to 
Jan 17 

MILAN 

OPERA 

Teatro alia Scale 

Tet 394)2-88791 
wwwJascala4nllano.it 
9 L’ Efeir d' Amore: by 
Donizetti. Massimo Zanetti 
conducts a staging by Ugo Chiti, 
with designs by Tullio PericolL 
Marietta Devia sings the rote of 
Adina; Nov 6 

MUNICH 

OPERA 

Bayerische Staatsoper 
Tel: 49 -89-27 85 1920 
www^taatstheater. bayem. de 
9 Der FrelschOtz: by Weber. 
Conducted by Zubin Mehta in a 
new production by Thomas 
Langhoff, with designs by Jurgen 
Rose. Cast indudes Petra-Maria 
Schnitzer and Peter Seiftert Nov 
3 

NEW YORK 

OPERA 

Metropofitan Opera, Lincoln 
Center 


Tel: 1-212-362 6000 
www.metopera.org 
• Le Nozze di Figaro: by 
Mozart New staging by Jonathan 
Miller, with designs by Peter 
Davison. With Ren6e Fleming, 
Cecilia Bartoli and Bryn Terfel, 
conducted by James Levine; 

Nov 3 

EXHIBITIONS 

Metropolitan Museum of Art 

Tel: 1-212-879 5500 
www.metmuseum.org 
9 Degas Photographs: bringing 
together 35-40 photographs, 
most of which were made in the 
1890s. Mainly figure studies, 
self-portraits and portraits of the 
artist's circle; to Jan 3 

SAN FRANCISCO 

OPERA 

San Francisco Opera, War 
Memorial Opera House 
Tel: 1-415-864 3330 
www.sfbpera.com 
9 Tristan und Isolde: by 
Wagner. Conducted by Donald 
Runnicles in a staging directed 
by Michael Hampe, designed by 
Mauro Pagano; Nov 6 


STOCKHOLM 

EXHIBITIONS 
Modems Museet 
Tel: 46-8-5195 5200 
www.modemamuseetAB 
9 In Visible Light Photography 
and Classification in Art, Science 
and the Everyday. Traces the 
evolution of photography from 
the lata 19th century to works by 
artists including Andy Warhol and 
Cindy Sherman; to Nov 15 


WASHINGTON 

OPERA 

Washington Opera, Kennedy 
Center 

Tel: 1-202-295 2400 
www.dc-opera.org 
9 Fedora; by Giordano. 
Conducted by Roberto Abba do 
in a production by Lamberto 
Puggelli, directed here by David 
Edwards, and designed by Luisa 
Spinatelli. The cast is led by 
Mirella Freni and Placido 
Domingo: Nov 4 

TV AND RADIO 

• WORLD SERVICE 

BBC World Service radio for 
Europe can be received in 
western Europe on medium wav 
648 kHZ (463m) 

EUROPEAN CABLE AND 
SATELLITE BUSINESS TV 

• CNN International 
Monday to Friday, GMT: 

06.30: Moneyline with Lou Dob, 
1330: Business Asia 
19-30: World Business Today 
22.00: World Business Todav 
Update 

9 Business/Market Reports: 
05:07; 06:07; 07:07; 08:20- 09- 
10-.20; 11:20; 11:32; 1250^ 13' 
1420. ’ 

At 0820 Tanya Beckett of FT7 
reports live from UFFE as the 
London market opens. 
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COMMENT & ANALYSIS 



PETER MARTIN 


Hedge of the abyss 


The craze for hedge funds reflected a growing appetite for risk. 
But their losses also provide lessons for traditional investors 


The Soros funds restructure. 
The Tiger funds lose S5bn in 
two months. When the 
best-known hedge funds 
wobble, other financial 
performers take pride in 
firmer footing. 

That may be too 
complacent. The trials of the 
hedge funds reflect some 
more general lessons about 
financial markets. Before 
exploring those, however, a 
word about terminology-. The 
phrase “hedge fund” is used 
to describe lots of different 
vehicles, some of them no 
riskier than traditional 
investing. Here. I am talking 
about high-octane hedge 
funds: those that make use 
of startling leverage (like 
Long-Term Capital 
Management) or that take 
deliberately risky "macro” 
bets on economic trends 
dike Mr Soros and Julian 
Robertson's Tiger funds). 

The explosive growth of 
hedge funds in recent years 
has had a number of causes. 
One is changes in US 
legislation which allow 
private investment vehicles 
to take in a larger number of 
participants without having 
to achieve the disclosure 
levels of public funds. 

A second is the supply of 
capital from a new 
generation of entrepreneurs 
who have taken their 
high-technology businesses 
public and are not yet ready 
to sink the proceeds into 
blue chips. They want 
action, glamour and 
excitement - and the hedge 
funds promise all three, even 
if the last few months have 
provided a little too much of 
the third. 

One lesson here for more 
traditional financial 
intermediaries - such as 
Geneva's private banks - is 
that rich private clients need 
sizzle as well as steak. They 
want to feel that they are 
insiders in the great 
investing game, not just 


coupon-clipping rentiers. As 
long as that mood lasts, 
private b anks will continue 
to lose market share. 

The most important cause 
of the hedge fund craze, 
however, has wider 
implications. In the late 
stages of a bull market, 
attitudes to risk shift in two 
complementary ways. The 
future appears less risky: at 
the same time, investors' 
appetite for risk rises. 

To get the amount of risk 
they seek. Investors are 
forced ever further into the 
unknown, discounting 
earnings that are no more 
than hypothetical, relying on 
the infinite projection of 
hiccup-free growth and so 
on. Although deliberately 
risky vehicles, such as hedge 
funds, take this process to 
extremes, others follow suit 
So even traditionally 
risk-averse investors end up 
with higher exposures to 
risk than they would permit 
in less optimistic times. This 
is the atmosphere in which 
money is freely available for 
start-up companies, 
leveraged buyouts or exotic 
debt instruments. 

Once the climate changes. 


the risk-averse revert to 
type, and a two-tier market 
develops. Traditional 
investments become much 
more attractive than risky 
ones. This process has 
unwound in the debt 
markets over the past two 
months, but it has affected 
equity markets only to a 
limited extent. US investors 
have retreated from some of 
their overseas positions, and 
money for initial public 
offerings have dried up. But 
within the secondary 
markets for stocks, there has 
not yet been the flight from 
risk that has taken place in 
bonds. 

That may not materialise. 
But we can be sure of an end 
to one other dama ging 
aspect of the boom: 
credulity. In every sustained 
upswing, a climate emerges 
in which successful stock 
promoters are able to 
achieve the late 20th century 
equivalent of selling the 
Brooklyn Bridge. They come 
to believe in the concept of 
the risk-free investment, one 
that makes money 
whichever way prices move. 
Here the phrase “hedge 
fund” is particularly 
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harmful, since it implicitly 
promises hedged positions of 
this sort 

Many of the biggest 
financial disasters stem from 
the belief that an investment 
is risk-free. Barings in 
London, for example, paid 
insufficient attention to Nick 
Leeson's activities in 

Singapore because it 
believed be was making 
risk-free bets. Long-Term 
Capital Management 
leveraged its capital so 
bugeiy because it - and its 
lenders - believed it was 
operating in a risk-free way, 
with fully hedged positions 
that allowed it to profit from 
small fluctuations in prices. 

At least the big "macro” 
players, like Mr Soros and 
the Tiger funds, encourage 
no such illusions. They are 
explicitly taking bets that 
prices will move in their 
direction. This limits the 
scale of borrowing that such 
funds want or can get, 
reducing the exposure to 
them of the rest of the 
financial system. We should 
not worry, surely, if their 
investors lose money on a 
much bigger scale than they 
have already done. 

Indeed, the chastening of 
the big macro funds is 
probably a net gain for 
world finan cial stability. 

This Is because one of their 
techniques is to profit from 
“brittle" situations, in which 
the scale of the capital they 
deploy can be used to force a 
one-way change in prices, 
such as the devaluation of a 
pegged exchange rate. 

One solution to this risk is 
for governments to avoid 
unsustainable policies. 
Another is the sort of 
transparency that the Group 
of Seven leading industrial 
nations is urging. But the 
most effective one is simply 
{ pain, for hedge fund 
investors and managers, 
when risky bets - against 
the yen. against the Hong 
Kong dollar, in favour of 
Russian debt - go wrong. 

More traditional investors 
should beware of feeling 
smug, however, until they 
have inspected their own 
portfolios. Hedge ftinds may 
have some unique 
techniques: but there is 
nothing unique about the 
appetite for risk and the 
underlying investment 
assumptions for which they 
are now paying the price. 


LETTERS TO THE EDITOR 


ECB too wedded to orthodoxy to 
heed advice on loosening reins 


Management 
still counts 


From Mr Peter Robinson. 

Sir. In his article 
“Europe’s tug-of-war” (Octo- 
ber 28). Martin Wolf argued 
clearly why the European 
Central Bank should 
respond to the current world 
economic slowdown by loos- 
ening the monetary reins. 

U is worth trying to under- 
; stand why the ECB seems 
likely to reject such sound 
advice. 1 think it seriously 
believes that there is no 
room for further expansion 
In Euro - 11 economies. 


Another institution wed- 
ded to economic orthodoxy, 
the Organisation for Eco- 
nomic Co-operation and 
Development, has published 
estimates or the natural rate 
of unemployment, below 
which inflation will acceler- 
ate. for all the industrialised 
countries. The weighted 
average for the Euro-11 is 11 
per cent. The actual rate of 
unemployment for the 
Euro-ll in August 1998 was 
11.1 per cent. 

So. according to this rea- 


soning. there is no room for 
monetary policy to bring 
about any reduction In 
unemployment without 
higher inflation. 

Sensible people may want 
to question this. But 1 sus- 
pect the ECB believes it 
implicitly. 


Peter Robinson, 
senior economist. 

Institute for Public Policy 
Research. 

30-32 Southampton Street. 

London WC2E 7RA, UK 


Tinkering with interest rates unconvincing 


From Mr Duncan Hecnan. 

Sir. The clamour to reduce 
interest rates to stimulate 
domestic economic growth 
concentrates much attention 
on the behaviour of borrow- 
ers. as if they are the only 
members of society. 

However, what often 
escapes comment, but fur- 
ther blunts the interest rate 
management's imprecise 
effectiveness as an economic 
tool, is the contrary effect on 
the holders of capital and 
individual savers. 

The charging of interest is 
a zero sum game: that is. 
what the borrower pays the 
lender receives (tax aside). 
Changing the level of domes- 
tic interest rates can there- 
fore not actually put money 
in. or take it out of circula- 
tion per se. However, the dif- 
fering effect it has on differ- 


ent groups of individuals 
does affect consumer spend- 
ing. 

People who receive inter- 
est have a much higher mar- 
ginal propensity to spend 
that part of their income 
than do people receiving 
wages and salaries alone. In 
effect, with a drop in savers’ 
interest rates, virtually all of 
the reduction in the interest 
income is taken out of circu- 
lation in the economy. 

On the other hand, much 
of the reduced interest rate 
cost to highly geared Individ- 
uals simply goes to increase 
the rate at which they 
return capital on their mort- 
gage or other borrowings, 
rather than actually increas- 
ing their spending on goods 
and services. 

I am unconvinced that 
minor tinkering with domes- 


tic interest rates has the 
magical and clear effects on 
consumer spending in the 
economy that the pundits 
would have us believe. How- 
ever, they are a barometer of 
sentiment whicb is all- 
important. 

A rise in interest rates has 
convinced us that there is a 
recession on the way (even 
though the figures do not yet 
support that speculation), 
and lowering them will con- 
vince people that something 
is being done. 

It is a pity that, nowadays, 
commentators seem blind 
to what else could be done 
too. 


Duncan Heenan, 
“Thie LheanagtT, 
Clenagh Road, 

Solby, 

Isle of Man IM7 3AD 


W.S. Ivens. 
chartered surveyor, 

37 Great Queen Street. 
London WC2B 5AA, UK 


Inflation might work for Japan, but consider the consequences 


From Professor Ira Sohn. 

Sir, The unorthodox treat- 
ment - a powerful and sub- 
stantial dose of inflati on - 
prescribed by Paul Krugman 
(“Even worse than you 
think". October 27) to cure 
Japan's sick economy might 
be appropriate in a world of 
restricted capital flows. Alas, 
that is not today's reality. 

While a policy of deliber- 


ate inflation might, after 
some interval of time, re- 
ignite Japanese consumer 
spending it would almost 
certainly and immediately 
cause a collapse of the yen. 
provoking a devaluation by 
China and possibly sparking 
a fresh round of currency 
devaluations in other devel- 
oping countries. This, in 
turn, would trigger protec- 


tionist policies in the US and 
other developed countries, 
unravelling 50 years of 
global trade co-operation. 

Moreover, no responsible 
economist is arguing, as Prof 
Krugman asserts, that 
Japan’s inability to restart 
its ailing economy is limited 
only to "fixing its banks”. In 
addition to comprehensive 
hawking reform and higher 


consumer spending, Japan 
needs powerful doses of 
institutional change and 
deregulation. These medi- 
cines seem to be perma- 
nently "out of stock”. 


Ira Sohn, 

professor of finance, 
Montclair State University, 
Upper Montclair. 

New Jersey 07643, US 


Number One Southwark Bridge, London SE1 9HL 


peter.manhUqFT.com 
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PERSONAL VIEW ALEXEI BAYER 


A swinging chancellor 


There is no need to fear the new red-green coalition government in Germany. 
Schroder’s victory represents a healthy move away from supply-side excesses 
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I deological blinkers 
restrict the view of lais- 
ser faire economists, 
management consul- 
tants and politicians when 
they look at Germany. Too 
many of them think of it as 
an uncompetitive and 
restriction-ridden country 
which has just taken a step 
away from necessary free- 
marteet reform by voting in a 
leftwing coalition of Social 
Democrats and Greens led 
by Gerhard Schrfider. The 
result, the argument goes, 
will be bad for Germans and 
others. 

They are wrong. Germany 
Is nothing like as inefficient 
as they believe. The likely 
changes will benefit most 
people. And the vote for Mr 
Schrbder is not a narrow, 
specifically German failure 
of the will to make difficult 
reforms; rather, it is part of 
a broader reaction against 
supply-side changes that 
have gone too far in many 
western countries. 

It is true that Germany 
has a vast and generous wel- 
fare system and a rigid regu- 
latory environment, its pub- 
lic sector consumes a large 
shares of gross domestic 
product. It is the home of the 
world’s most powerful indus- 
trial union, IG Metall. 

But at the same time, 
western Germany has the 
highest productivity rate In 
Europe, and industrial pro- 
ductivity growth has been 
extremely high during the 
1990s, as manufacturing jobs 
were slashed and output con- 
tinued to increase: 

Germany has a growing 
trade surplus, which may 
surpass $100 bn this year, 
and a healthy current 
account surplus measuring 
about 0.&0.7 per cent of GDP. 
In the current worldwide 
! economic crisis, even though 
nearly IS per cent of its total 
exports go to recession-hit 
emerging markets, exports 
have continued to 
increase. 

In an attempt to compete 
against Germany, other 
industrial economies in 
western Europe and North 
America have been forced 
into continuous currency 
depreciation. Since the mid- 
1960s, the French franc has 
lost more than 40 per cent of 
Its value against the D-Mark, 
and the Italian lira more 




Schroder Bkeljr to restore balance between stqipiy and demand 


than 80 per cent The dollar 
and the pound have also 
done poorly. The German 
currency has emerged as a 
safe haven in the current 
unsettled financial environ- 
ment. 

Nevertheless, parts of the 
business press in the US and 
UK have greeted Mr Schra- 
der’s victory in Germany’s 
general elections with some 
concern, fearing his Social 
Democratic party will ham - 
per progress towards greater 
economic efficiency and slow 
some of the supply-side 
reforms pursued by Helmut 
Kohl, the former chancellor. 

Under the previous admin- 
istration, Germany appeared 
to be moving - albeit slowly 
and erratically — away from 
its traditional stake-holder 
economic system towards 
Anglo-Saxon shareholder- 
based principles. This 
involved placing greater reli- 
ance on capital markets 
rather than banking rela- 
tionships, greater transpar- 
ency in corporate accounts, 
and more ruthless cost- 
cutting in pursuit of share- 
holder value. Unions began 
to lose their membership, 
and nationwide wage settle- 
ments were sometimes disre- 
garded. 

The corporate changes 
seem well established and 
are unlikely to change. But 
other trends are reversing. 
The new red-green coalition 
has already proposed an 
energy tax. curbs on nuclear 
power and higher taxes on 
large companies. Embold- 
ened trade unions are asking 
for wage rises in excess of 6 


per cent next year. 

Oskar Lafontaine, finance 
minister, has promised to 
loosen fiscal policy to stimu- 
late domestic . demand. 
Restructuring the tax sys- 
tem and labour markets is 
likely to be put on hold. 

Clearly, lament Dee- 
market Ideologues, Germany 
is losing a chance to achieve 
economic freedom and to 
employ productively its 4m 
jobless. 

Even if that were true, it 
would be worth asking - 
whether this miracle is what 
the world really needs. More 
goods, more efficiently pro- 
duced and sold at lower 
prices? Should one of the 
world's most successful 
exporters become even more 
competitive? Asia's 
depressed tiger economies 
probably doubt this . Their 
problems stem from the fact 
that they have acquired 
highly efficient productive 
assets for which the world 

economy does not generate 

sufficient demand. 

But of course, the miracle 
of a drastically reformed • 
Germany was far from being 
i mm inent. And if Germany 
is taking a step away from 
market purity, and boosting 
domestic demands and 
imports, then few exporters 
in the outside world are 
going to complain. 

In part, the outside world's 
predicament is the result of 
supply-side reforms which 
swept industrial democracies 
over the past two decades. 
Industrial restructuring in 
the US and, to a lesser 
extent, western Europe, bol- 


stered the competitiveness of 
already highly productive 
companies. It also put down- 
ward pressure on wages. 

At the time when supply- 
side reforms were first 
implemented, they were 
sorely needed. It is less clear 
that they need to go any fur- 
ther now. 

Contrary to postulates of 
the market ideology, supply- 
side liberalisation is not 
always inherently good: 
what matters in a healthily 
functioning economy is a 
balance between supply and 
demand. That balance was 
restored by the early 1990s; 
today it has become skewed 
against demand. 

The role of the labour 
force is vital here. Labour is 
simultaneously an input and 
the consumer of the final 
product In most industries, 
labour costs are the largest 
component of overall costs, 
and in industrial economies 
private consumption 
accounts for 60 to 70 per cent 
of gdp. Businesses looking to 
increase profits strive to cut 
labour costs, but by doing so 
reduce demand. 

One extraordinary quality 
of free markets is how effi- 
ciently they regulate them- 
selves. In the 20th century, 
democratic systems of gov- 
ernment have played a vital 
part in this self-regulation. 
Indeed, some economists 
argue that the crisis among 
Asian-Pacific tigers has been 
exacerbated by the failure to 
supplement economic liber- 
alism with liberalisation and 
democratisation in the politi- 
cal arena. 

Democracy is often critic- 
ised as weak and inefficient 
Yet, recent political develop- 
ments in the west show how 
smart voters really are. Just 
as in 1979-1980, when they 
elected conservative, pro- 
business, supply-side govern- 
ments, voters have oow 
returned into office leftist or 
centre-left governments 
everywhere in Europe and 
North America. Voters have 
used the ballot box to tell 
the politicians that the 
supply-side pendulum has 
swung too far. The election 
result in Germany is a big 
step in this direction. 


The author is president of 
KAFAH FX. a New York- 
based business consultancy 
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From Mr W.S, loens. 

Sir, I am a regular reader 
of Norma Cohen's property 
column, with its analytical 
commentary on UK and 
overseas commercial prop- 
erty markets. Re “Exchang- 
ing situations” (October 23). 

about the apparent advan- 
tage of buying into dis- 
counted shares rather than 
making direct investment in 
property, Z would argue that, 
while the former is instantly 
liquid and the latter usually 
takes time to resell, direct 
ownership gives full control 
to work an investment to its 
optimum degree. 

Shareholders in property 
pics are entirely dependent 
on the skill of the manage- 
ment In extracting and 
distributing value via divi- 
dends. Also, it does not fol- 
I low that the full net asset 
value Is reflected in the price 
when a property is sold, 
especially if part of a portfo- 
lio. Some property compa- 
nies are much more active 
than others and also, when 
share values fall, administra- 
tion and finance costs do not 
necessarily follow suit. 

Securitisation of commer- 
cial property, especially 
large buildings, would bring 
a new liquid dimension, but 
even here Investors would be 
reliant upon management 
expertise. 
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■ Russia’s bleak 
future 
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After seven weeks of delay and 
indecision, Yevgeny Primakov. 
Russia's new prime minister, 
agreed a economic strategy with 
his government over the week- 
end. Although the details remain 
hazy, it seems to confirm the pes- 
simists’ fears. Is there anything 
the west can do to prevent Russia 
descending into economic chaos? 

When Mr Primakov was 
pupointed, there were concerns 
<#at be would not be able to 
stand firm against the demands 
of Russia's oligarchs. And Indeed, 
he has avoided the tough eco- 
nomic measures that might have 
upset any powerful interests. The 
government -will concentrate 
instead on supporting domestic 
industry and banks, and paying 
off wage and pension arrears; the 
huge cost of which will be met, at 
least in part, by minting roubles. 

This is a stopgap plan, bom of 
political expediency and compro- 
mise. It may tide Russia through 
for a few months, but eventually 
must end in high inflation, or in 
price controls and goods ration- 
ing. With tax revenue collapsing, 
from 10 per emit of gross domes- 
tic product in the first part erf the 
.year to perhaps half that amount 
now, and with few realistic mea- 
sures for improving revenue col- 
•tebtion, a rapid rate of money cre- 
ation will be needed to finance a 
yawning budget deficit 

Unsurprisingly. Jhe markets 
are rapidly losing any confidence 
they once had in the new govern- 


ment Goldman Sachs forecasts 
that the value of the rouble will 
fall to 100 to the dollar next year, 
from 16 to the dollar now'. 

In the absence of a credible 
economic plan, the International 
Monetary Fund cannot justify 
releasing any more funds to Rus- 
sia. Its decision to withdraw from 
talks was unavoidable. 

Although the IMF «>n do no 
more for now, Russia’s impor- 
tance means that it may still 
require some special treatment 
A programme of food aid could 
be needed to get Russia through 
the winter. And, with Russia's 
government unable to afford to 
properly maintain its military 
forces, the Group of Seven lead- 
ing industrial nations should con- 
sider funding a security-related 
package. Russia may be heading 
for economic misery, but it still, 
at least, has political stability 
This must be maintahlPd . 

It is now clear that this govern- 
ment will do little more than 
muddle through. A credible eco- 
nomic programme will have to 
wait for a vigorous new presi 
dent, able to push throu gh vital 
reforms including changes to the 
tax system, banking system and 
land ownership. If such a plan 
were in place, then the west 
could support it by helping to 
fund the remaining budget defi- 
cit. But for there to be any 
chanrp at all of this happening, 
Boris Yeltsin, now physically 
unable to rule, must first resign. 


US mid-terms 
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Today’s elections will signal the 
extent to which Bill Clinton can 
get anything done in the remain- 
ing two years of his presidency. 
The results will not definitively 
It establish whether Mr Clinton’s 
legacy will include social security 
reform, trade diplomacy, and 
international leadership - _along_ 
’ k ' scandal. But they will 
decide the mountain he must 
climb to achieve this. 

The White House incumbent's 
party tends to do poorly in mid-; 
terms. This time, the Republicans 
hoped the election would be seen 
a referendum on Mr Clinton's 
behaviour. Only a few weeks ago. 
Republican strategists were con- 
fidently predicting sweeping GOP 
gains. But the mood has changed 
Opinion polls show that voters 
rate the Lewinsky matter rather 
low in their list of priorities. 
Those- who do see it as important 
are the arch-conservatives who 
would have voted Republican 
anyway. Indeed, an opinion poll 
for the Pew Research Centre, an 
independent political research 
Jt Igroup. shows there has been a 
f* significant shift in favour of 
Democrat candidates since mid- 
October, leaving voters far more 
evenly split 

This corresponds with an 
increase in Mr Clinton’s personal 
ratings. The president has cam- 
paigned only selectively. But 
over the past two weeks he has 
done rather a good job, and this 
has boosted Democrat support. 


He won the deal he wanted on 
the federal budget, defeating 
Republican tax-cutting plans and 
finally forcing the Republicans to 
release funds for the Interna- 
tional Monetary Fund. He has 
aim cut a dash on the interna- 
tional stage - over Kosovo, the 
Middle East, and Group of Seven 
financial fire-fi ghtin g plans. 

' -Ovefall. tt is highly unlikely 
that the Republicans will gain 
the two-thirds majority of the 
Senate needed to impeach the 
president. The most welcome 
development then for the inter- 
national community would be a 
swift conclusion to the matter. 

A mote realistic hope for the 
Republican leadership is the 60 
Senate seats that would allow 
them to defeat Democrat filibus- 
tering. Untrammelled power in 
both legislative houses would 
firmly tip the balance against the 
president Though Mr Clinton 
has not so far become a lame 
duck, such a scale of Republican 
gains could yet seal his fate. 

Whatever the overall arithme- 
tic. the main victors are likely to 
be incumbent politicians. Where 
there is a dose race, as in the 
New York senatorial face-off. 
local issues and personalities 
rather than Washington politics 
will determine the outcome. 
Indeed, the most likely verdict on 
Mr Clinton’s antics and congres- 
sional partisanship is a pitifully 
low turnout - a plague on both 
political houses. 


Euro two-step 
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British industry and government 
ministers are moving closer 
together in their stately dance 
towards the euro. But the devel- 
opment of a vigorous centre-left 
economic consensus on the conti- 
nent emphasises the need for a 
faster pace. 

Yesterday, at the Confedera- 
tion oT British Industry's confer- 
ence, Gerhard Schrfder, Ger- 
many's new chancellor, warmly 
encouraged Britain to join the 

European single currency. Ear- 
lier, Gordon Brown, the UK chan- 
cellor. said that the government 
had “decisively and unambigu- 
ously put this country on a new 
road o£ constructive engagement 
with Europe”. And he promised 
that in January he would publish 
a detailed plan of preparations 
for entry. . 

Meanwhile surveys, including 
one by the FT, suggest that a 
majority of businessmen, particu- 
larly in larger firms, are in 
favour of joining. And. as Mr 
Brown reported, twice as many 
companies are now making prep* 
orations for the euro as last year. 

All this gives a weRome 
impression of progress. But for 
all the government's wann words 
on the subject it seems to be no 
nearer to setting a date, even as a 
general target 

Ministers, have been hoping 
th at pressure from the business 
sector will soften up public opin- 
ion towards Joining. But despite 
the recent increase in momen- 
tum. many companies are sou 
hanging bade until they can be 


sure that the government really 
does intend to lead the way. 

Clearly, the government faces 
two genuine diffi culties: Britain 
should not try to join the euro- 
zone until its economy has 
become more In step with those 
on the continent; and it cannot 
Join , unless the government is 
able to win a referendum. 

But a conditional target date 
could still be set, and if this were 
done soon, it would bring four 
benefits. First, it might help 
towards winning a referendum. 
Second, it would probably 
encourage a market convergence 
of interest rates, and might help 
the pound to move towards a sus- 
tainable parity with the euro. 
Third, it would give industry a 
dear focus for the preparations 
which must now begin, if Britain 
is not to be left drifting outside 
by default 

Fourth, and most important, 
Britain's voice would carry more 
weight in the debate which has 
now begun over the relative 
power of the European Central 
Bank and the committee of euro- 
zone finance ministers. 

Mr SchrOder's- attack on the 
Bundesbank this weekend - for 
neglecting the importance of eco- 
nomic growth - suggests there 
may be big battles to come over 
the ECB. as France and Italy line 
up with Germany. If constructive 
engagement means anything, it 
means that Britain, too. must be 
at the centre of this argumenL 
Maming a date would be the best 
way to get there. 


I 
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hen Gordon Brown 
delivers ' his pre- 
Budget statement 
on the economy to 
the House of Commons today, be 
must attempt a delicate balanc- 
ing act. The chancellor must 
somehow respond to the sense of 
growing alarm among businesses 
and consumers. But he must do 
so without further undermining 
confidence and talking the econ- 
omy into recession. 

Getting this balance right is 
especially difficult with the econ- 
omy at a turning point Official 
statistics show that growth in the 
third quarter was broadly based 
and only fractionally below its 
long-run trend rate of 2-25 per 
cent a year. But meanwhile the 
Confederation of British Indus- 
try’s industrial trends survey 
shows confidence among manu- 
facturers at an 16-year low, a 
reading that in the past has seen 
national output foil at a rate of 
about 4 per cent a year. 

“We are conscious, of course, 
that there is a balance of risks,” 
Mr Brown told the GBrs annual 
conference in Birmingham yes- 
terday. “The risk on the one 
hand of a sharper slowdown in 
the world economy, the risk on 
the other that inflationary pres- 
sures might persist.” 

The contrast between the rela- 
tively buoyant official data and 
the unremittingly gloomy survey 
evidence will also weigh on the 
min ds of the Bank of England's 
monetary policy committee, 
which takes its next vote on 
interest rates this Thursday. The 
minutes of its October meeting - 
at which rates were cut a quarter 
point to 7.25 per cent, with two 
dissenters arguing for a half 
point cut - underlined the 
dilemma: “One argument was 
that more weight should be 
placed on the published data 
than the recent weakness of sur- 
veys - which might not per- 
sist . . . Another argument 
suggested that the case for an 
interest rate cut was clearer. The 
weakness in surveys during the 
past few months now seemed uni- 
form, and the sharp deterioration 
in sentiment was confirmed by 
the Bank’s regional agencies” 

Confidence in the picture 
painted by the official data has 
been undermined in recent weeks 
by wholesale revisions to 
national accounts and average 
earnings figures. “The massive 
changes in the new national 
income data from the Office for 
National Statistics mean that the 
rebased figures have acted rather 
like a gigantic avalanche sweep- 
ing down ah Alpine valley that 
has erased what appeared to be 
many of the established features 
of the UK economic landscape,” 
argues David Smith, economist at 
stockbrokers Williams de Broe. 

September’s national accounts 
revisions included five far- 
reaching revisions, not to men- 


Sense and sensibility 


Gordon Brown has to tread carefully to avoid tipping the 
UK economy into recession, says Robert Chote 



put gap are “the critical variables 
needed to forecast future Infla- 
tion”. In setting interest rates, 
the committee aims to deliver 
inflation of 2-5 per cent approxi- 
mately two years ahead. 

Other thing s being equal, the 
upward revision to economic 
activity would take it further 
above its sustainable level and 
thereby increase the perceived 
threat of inflation. But much of 
the revision reflects a belief that 
investment has been greater in 


economy needs to run below full ployment rate and its so-called 
capacity for a while to reduce “natural rate” is analogous to the 


domestic inflationary pressures. 
This is necessary so that infla- 
tion overall will be on target 
when the temporarily beneficial 
impact of sterling’s strength in 
reducing import prices has 
washed out. 

- Three questions remain to be 
answered: Is the Treasury correct 
in its assessment of recent trends 
in the output gap? What does this 
imply for the extent to which the 


difference between the actual 
level of economic activity and its 
sustainable (or potential) leveL 
In recent months the Bank of 
England has placed considerable 
emphasis on labour market con- 
ditions. arguing that average 
earnings growth of 4^ per cent a 
year is consistent with the 25 per 
cent inflation target plus 2 per 
cent a year in underlying produc- 
tivity. But here again official sta- 


recent years than original esti- ti sties raise more questions than 


tion the usual tinke rings that 
take place each year as fresh 
information from annual busi- 
ness surveys is incorporated into 
the data. The net result was to 
revise up the estimated cash 
value of economic activity last 
year by more than £15bn - a 
little under 2 per cent According 
to the revised numbers, the last 
recession was shallower than it 
looked and the subsequent 
upturn stronger than it looked. 

What matters to Mr Brown and 
to the MPC is the degree to 
which these revisions affect the 
output gap" - the degree to 
which economic activity exceeds 
(or falls short of) the level con- 
sistent with stable inflation. As 
Charles Good hart, an indepen- 
dent member of the MPC. argued 
in his Keynes lecture at the Brit- 
ish Academy last week, current 
inflation and the size of the out- 


mates suggested. Stronger capital 
spending means the economy 
might have more spare capacity, 
allowing it to sustain a higher 
level of activity without running 
into inflationary bottlenecks. 

The Treasury sets out its latest 
view on the output gap in Deliv- 
ering Economic Stability: Lessons 
from Macroeconomic Policy Ezpe- 


'Booms are stronger, 
and recessions 
are deeper, than 
the economists 
expect’ 


they answer. In recent weeks 
earnings growth estimates have 
been revised sharply upwards, 
then sharply downwards, prompt- 
ing criticism from the Treasury 
and the B ank which culminated 
in yesterday’s announcement 
that the data series is being 
suspended pending investigation. 

If the earnings data cannot tell 


rience, released today ahead of — us anything useful, what about 


the pre-Budget statement. Its best 
guess is that economic activity 
(measured excluding North Sea 
oil and gas production) climbed 
to 1 per cent above its sustain- 
able level in the first quarter of 
this year, since when modestly 
below-trend growth has reduced 
the output gap to 055 per cent 
above potential. With growth 
pencilled in at 1 per cent for 1999, 
this will take activity steadily 
below its sustainable level 
through next year. 

The Treasury and most mem- 
bers of the MPC agree that the 


economy must spend time operat- 
ing below its full potential? Does 
what the chancellor has 
described as a “necessary slow- 
down” demand a recession? 

The size of the output gap is 
uncertain at the best of times and 
especially in the wake of national 
accounts revisions as far-reach- 
ing as those introduced in Sep- 
tember. Under such circum- 
stances it is useful to find a 
cross-check. A logical place to 
look is the labour market, where 
the difference between the unem- 


the unemployment figures? The 
benefit claimant measure has 
fallen from 4.9 per cent of the 
workforce to 4.6 per cent during 
the course of this year, while the 
survey measure used for interna- 
tional comparisons has dropped 
from 65 to 65 per cent. With 
both foiling or stabilising at best, 
neither provides much support 
for the Treasury’s claim that the 
output gap has narrowed. David 
Walton, at Goldman Sachs, 
argues that activity has been 
about 15 per cent above its sus- 
tainable level all year. 


OBSERVER 


Second chance for 
the Kidder kid 

Amid the ashes of careers at 
Citigroup, there’s one phoenix. 
Michael Carpenter rises from the 
former Travelers Group's 
insurance operations to be joint 
head of the company's 
mammoth corporate banking 
operations. 

Carpenter is best known on 
Wall Street as the chief executive 
at Kidder Peabody who presided 
over that brokerage’s collapse 
seven years ago. 

Now he is going to replace 
people who are paying the price 
for the carnage wrought on 
Salomon Smith Barney's profits 
in the last few months. Jamie 
Dim on resigned at the weekend 
and hfs British co-chief executive 
Deryck Maughan was moved out 
of foe firing fine. 

Apparently Carpenter has been 
anxious for a chance to show he 
has learned from experience. 
Kidder was already in desperate 
straits when he took over, and 
Carpenter is judged to have 
made valiant attempts to rescue 
it As one headhunter put it; “If 
you’ve got two people running 
for a job and one of foam has 
been in that job before and took 
a bath but tried to work with foe 
big egos, and the other guy's 
never given it a shot, who do you 
go with?” 

Carpenter is now seen on Wall 
Street as a “chairman’ for foe 
new combined corporate 


operations, who will consult with 
his co-head, foe former 
Citibanker Victor Menezes, who 
seems well placed in a race 
no one knew existed. 

Until the weekend, Wall Street 
assumed that Dimon would 
eventually succeed as chief 
executive of Citigroup. Suddenly, 
it looks as if there might be a 
succession battle after all. 

Two-wheeler deal 

Broken Hill Proprietary’s new 
boss Paul Anderson breezed m 
to Mefooume yesterday to run 
the rule over foe drifting hulk that 
was once Australia's industrial 
flagship. 

Chairman -elect Don Argus 
doesn't take over until next year, 
but Anderson's appointment 
suggests foal he's already 
making his influence felt 

Appointing foe Harley 
Davidson-loving American - who 
has an engineering degree from 
Washington University topped 
with a Stanford MBA - 
represents a cultural leap for 
BHP, whose top brass have 
mainly risen through foe ranks, 
especially from the steel 
business. 

Not that Anderson is a stranger 
to steel. His first job was with 
Ford, and he has spent most of 
hts career with Houston-based 
PanEnergy. which merged with 
Duke Power of Charlotte, North 
Carolina, last year. But he took a 
year out to be top finance man 
with Inland Steel. 


Yesterday he told his new 
colleagues that he was not a 
complete stranger to BHP. He 
added the company to his 
investment portfolio last spring, 
just before the stock dived. He 
hung on in there and It's now up 
to him to ensure he recovers the 
loss. 

There’s much interest Down 
Under in how Anderson tackles 
BHP’s union troubles. Anderson 
says he’s from a blue-collar 
family and his father was a union 
man, so he’s "comfortable with 
the union concept". Whether the 
unions will be comfortable with 
him remains to be seen. 

Earnest Ernst 

In foe seven years since founding 
foe Frankfurt corporate finance 
house that bears his name, Ernst 
von Freyberg's maxim has been: 
“We won’t call you. you call us." 
Among Germany's family-owned 
Mitteistand companies, business 
comes by word-of-mouth 
recommendation, so he never 
bothered with marketing. 

But von Freyberg did deign to 
make a call when foe time came 
to find a Kg outside investor. 

The result was the deal that 
brought in the UK investment 
bank Close Brothers as a 
majority shareholder. 

As a self-made corporate 
adviser, von Freyberg has always 
marched to his own drum. After 
years of studying law. he quit a 
day after qualifying for the 
German bar. The magnet was a 


job in New York as an analyst for 
Three Cities Research, the 
leveraged buy-out vehicle which 
invests on behalf of the 
super-rich Bern berg brewing 
family. 

After three years, he returned 
to Germany in 1991 to found 
Freyberg Ham bras. 

He says the new link will 
enable foe firm to add to its team 
of four professionals. Any shares 
dangled about to attract the right 
stuff wifi have to come out of his 
own holding, but he's done that 
before - attracting joint 
managing partner Sandrine 
Rebut six years ago straight out 
of business school. 

Von Freyberg says he has 
made another call - to the 
headhunters. The time has come 
to get some marketing expertise 
on board. 

Mix and match 

Moulinex boss Pierre Blayau 
must be wishing football and 
food mixers had more in 
common. The French household 
appliances group has been hit 
hard by foe crisis in Russia and 
looks set to fall back into foe 
red. But the fortunes of Stade 
Rennais, foe Britan ny-based 
football club Blayau has been 
chairman of since the start of foe 
season, could hardly be better. 

The team is third In the French 
first division, behind only foe big 
city clubs of Marseilles and 
Bordeaux. Seems like Blayau has 
found the right blend there. 


But if the Treasury is right 
about the output gap having 
almost closed, the implication is 
that the economy does not need a 
severe slowdown - let alone a 
fttll-blown recession - to hit the 
inflation target. Hus in turn sug- 
gests that the MPC can continue 
to edge interest rates downward, 
although heaven forfend that 
anyone should think that the 
chancellor was trying to exert 
undue influence on them. 

The Treasury's view of the out- 
put gap also implies that the gov- 
ernment's fisrai position Is better 
than some commentators have 
suggested. This is because the 
figures are not being flattered by 
unsustainable* strong tax reve- 
nues or unsustainably low social 
security payments. The Treasury 
will argue in today’s pre-Budget 
statement that its fiscal targets 
are achievable - just - even if 
economic activity is 1 per cent 
further above potential. The 
National Institute of Economic 
and Social Research warned yes- 
terday that the government 
would miss its “golden rule” 
funder which it can borrow only 
to finance investment) over the 
next few years, hut Treasury offi- 
cials believe it is unduly pessi- 
mistic about tax revenues. 

So where does the economy go 
from here? If the business and 
consumer surveys are any guide, 
then the answer is sharply down- 
wards. Manufacturing has been 
been labouring under the impact 
of a strong pound for two years, 
only for the Asian financial crisis 
to expose overcapacity on a 
global scale. This suggests that if 
manufacturers are continuing to 
step up production, the output is 
piling up on storeroom 
shelves. 

CBI surveys show that the 
number of manufacturers report- 
ing excess stocks has risen 
sharply over the summer, as pro- 
duction has remained robust in 
the face of weaker orders. In pre- 
vious cycles it has been attempts 
to eliminate inventory overhangs 
that have pushed the economy 
into negative territory. Manufac- 
turing may account for a rela- 
tively small share of the total 
economy, but business surveys 
show that other sectors are suf- 
fering too. Treasury officials are 
resigned to a difficult winter as 
the stock adjustment takes place. 

The world economy remains an 
important uncertainty overhang- 
ing prospects for the UK. For 
now it looks as though investors 
are gradually regaining some 
appetite for risk, which may 
ward off fears of a “credit 
crunch”. But chances of a further 
upset —notably in Latin America 
- remain far from n e gli gib le 
In the face of this unpromising 
short-term prognosis, the chan- 
cellor's underlying message 
today will be: “Don’t panic". He 
will point out that monetary and 
fiscal policymakers have 
responded more quickly both to 
inflationary pressures and to 
signs of a slowdown than in past 
cycles. He will also point out that 
although growth in incomes and 
profits may slow, consumer and 
business balance sheets are in 
much better shape than they 
were in the run-up to past reces- 
sions. The slowdown need not be 
dramatic and the Bank can con- 
tinue to cut interest rates. 

But given the uncertainty 
about the size of the output gap, 
the chancellor would be wise to 
ponder some words written in 
1990 by Sir Alan Budd. former 
Treasury chief economist and 
□ow on the monetary policy com- 
mittee: “It is sensible to remem- 
ber that economic forecasters 
rarely predict the amplitude of 
the cycle. Booms are stronger, 
and recessions are deeper, than 
the economists expect” 


c- 

100 years ago 

A Quarrel In Toronto 
The City of Toronto appears to 
be unfortunate with one of its 
leading tenants. The Canadian 
Pacific Railway in 1B92 
covenanted to pay foe 
Corporation S1 1,000 per 
annum for foe water-front site. 
But although foe railway has 
long since been in possession 
of foe property, foe City has 
received no rent The 
Company at first declined to 
part with its money because it 
did not consider foe title to foe 
property satisfactory. Not long 
ago foe City managed to 
remove this difficulty, but the 
Company still defers payment 
until it is settled whether it Is 
liable for taxation under the 
lease. There seems every 
prospect of a pretty little 
lawsuit. 

50 years ago 

More Employed In Canada 
Montreal, Nov.2. Widespread 
though generally moderate 
increases in employment in 
manufacturing industries 
throughout Canada are noted 
by foe Bureau of Statistics, 
reviewing conditions in 1947, 
when employment reached an 
"all-time high level." The index 
of eight major divisions of 
industrial employment rose 83 
per cent, and the index of 
weekly payrolls rose 21,2 per 
cent 
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Dimon ’s not forever 


Citigroup is having a rotten start to life. 
The resignation of Jamie Dimon, widely 
tipped to become the next bead of the 
financial services combine, comes hard on 
the heels of last month's dreadful results. 
The two are, of course, connected. Mr 
Dimon is being blamed for the heavy 
losses at Salomon Smith Barney, the 
investment banking arm he ran - though 
the fault lies just as much with Sandy 
Weill, his former boss and mentor, for 
buying the volatile Salomon in the first 
place. 

But this is more serious than a case of 
one man carrying the can for his boss. 
The whole Travelers/Citicorp merger was 
predicated on cross-selling and the early 
and easy gains were supposed to come 
from exchanging client lists in corporate 
and investment banking. The fact that 
this appears not to be working should set 
alarm bells ringing. After all, cross-selling 
between the different consumer busi- 
nesses. which are thankfully still doing 
weH has barely started. 

Whether the new solution for the corpo- 
rate division, namely wholesale integra- 
tion of the two sides, will work remains to 
be seen. It should allow deeper cuts, 
which is sensible given the drop off in 
business. But imposing Citicorp bureau- 
cracy on free-wheeling Salomon could 
lead to forther defections. It is not even 
clear if Salomon's name will survive. If 
Mr WeQl and John Reed. Citigroup co- 
chairman, have a vision to make this 
merger work it is time they shared It with 
investors. 
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UK and euro 


Britain's businesses have a point. The 
government's “prepare and decide" policy 
on the single European currency still 
sounds too much like “you prepare and 
we'll decide". 

The snag is that, while Tony Blair is 
trying to summon up the courage to take 
the plunge, the water is getting murkier. 
Witness the squabble, between politicians 
and central bankers over the eurozone's 
monetary policy. There is nothing wrong 
with a healthy debate over the right level 
for interest rates. But Oskar Lafontaine, 

the new Ger man finance minis ter, is com- 
ing dose to using bully-boy tactics. The 
worry is that, in an attempt to prove its 
independence, the European Central Bank 


could dig its heels in. And if the dispute 
escalates, the politicians could end up 
pulling fiscal policy one way, with the 
bankers compensating through tight mon- 
etary policy. Given the ECB’s predilection 
for secrecy, it could easily lose any public 
relations battle. 

That said, the case for the UK's joining 
the euro remains strong. The angle cur- 
rency will underpin the completion of a 
single market in goods and capital, in 
which many British companies should 
have an edge. And if the recent shift to 
the left in continental Europe slows the 
pace of reforming labour markets and the 
Kk«> — as some fear - any advantage the 
UK has will actually increase. 

Moreover, it would not be much use 
sitting on the sidelines bemoaning the 
fact that the single currency project is not 
being run in quite the right way. It is only 
by getting stuck in that Britain can influ- 
ence events. 


But cost is not enough: the products 
must be attractive, the exchange conve- 
nient Here it is more difficult to assess 
what lies in store. Mr Williamson is 
talking a radical game - he wants Liffe to 
be not simply an exchange but a one-stop 
financial services organisation for deriva- 
tives users. The prize, if he succeeds, is a 
slice of the enormous off-exchange deriva- 
tive business in London. 

Will Liffe succeed? If it chooses the 
right partners, perhaps. But It will first 
need to convince them it hag something 
useful to offer. 

If Mr WUhamson is right that conven- 
tional exchange structures are archaic. 
i.jffr may be stealing a march on the 
opposition. He will not be getting much 
help from the markets - the climate of 
risk aversion is hurting volumes and the 
introduction of the euro could aggravate 
matters further. But even if the answers 
are not yet clear, he is at least asking the 
questions. It is a promising start. 


Basle ratios 


Liffe 


For the past three months, Brian Wil- 
liamson, Liffe ’s chairman, has been in lis- 
tening mode. Now, after a whirlwind trip 
round the customers and some serious 
internal soul-searching, the early fruits 
are becoming visible. The basic conclu- 
sion Is clear enough: to be more attractive 
to users, Liffe needs to make itself more 
affordable. Hence the painful business of 
slashing the haarinmint by 50 per Cent, 
and plans to cut regulatory costs by 
adopting an approach more consistent 
with the exchange's wholesale character. 


By common consent, the Basle capital 
adequacy rules have outlived their useful- 
ness. They are too blunt in the linkage 
they draw between risk and capital: if it 
costs the same to lend to a hedge fund or 
International Business Machine; , why not 
go the high return route? 

But vVw environment changed: 

h anks, starved of profit in traditional core 
markets, have been forced to embrace 
more risk. And derivative instruments 
have increased their ability to do so. The 
financial whirlwind of recent months has 
brought home these changes in vivid fash- 
ion, with many banks shown to have been 
less than diligent in their risk manage- 
ment 

Still, Tor all their failings it is worth 
remembering that the Basle ratios have 
served a useful purpose. There were 35 
international G10 banks with capital 
ratios below 8 per cent in 1988, but only 
four in 1993. Average equityrasset ratios of 
six top UK and US money centre banks 
Improved by over 50 per emit between 
1984 and 1997- Without these changes, the 
fall-out from the dramatic market ruc- 
tions would have been a lot more severe. 
When central hankers set about the 
reform task, they must be careful not to 
unwind the good that has been done. 
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FT WEATHER GUIDE 


Europe today 

Scandinavia win be cold, with sleet . 
and snow In central and northern 
areas, especially over Finland. 
Southern areas win be milder but 
Still chifty, with rain spreading from 
the south during the day. A frontal 
system extending from Poland 
through the Alps to Spain wfll pro- 
duce rain and thunderstorms. 
Northern France, the Low Coun- 
tries and much of Germany win be 
dry with cumy spells, but showers - 
and ram wffl affect northern coasts. 
Southern Span and ftaiy and most , 
of the eastern Mediterranean will 
be warm and mainly sunny. 

Five-day forecast 

Spain, southern France and Italy 
wfll be unsettled with rain and 
thunderstorms untU Thursday, 
when the wet weather wifl move 
Into Greece and eastern Europe. 
North-western Europe wfll remain 
cold but wi become largely (fry, 
turning milder from the west 
towards the weekend. 
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Liffe cuts 600 jobs to 

halve operating costs 


By Edw a rd Luce n Undos 


The London International Financial 
Futures and Options Exchange yes- 
terday unveiled a drastic cost-cut- 
ting package, including 600 job 
losses, in a move to restore its com- 
petitiveness with Eurex. the leading 
European exchange. 

The pariragg is intended to halve 
the exchange's operating costs to 
just £65m (SllQm) by the end of 1999. 

Brian Williamson, chairman of 
Liffe, sa id: “It is clear that nothing 
like our current cost base is 
remotely sustainable if we are to 
remain competitive." 

The cost savings package also 
included strong hints that Liffe 
would unveil alliances with other 
exchanges and “quasi-exchanges" 
within a matter of weeks. 

Speculation focused yesterday on 
the possibility that it was about to 
sign an alliance with the Chicago 
Mercantile Exchange, the world’s 
fourth largest 

Mr Williamson will be in Chicago 
later this week. The Chicago Board 
of Trade, the CME’s main rival, has 


already formed a tie-up agreement 
with Eurex. 

Eurex, formed last year by the 
merger of the leading German and 
Swiss futures exchanges, overtook 
Liffe as Europe’s leading exchange 
earlier i bis year by aggressively pro- 
moting its low-cost electronic trad- 
ing platform. 

Tjffp has continued to use a more 
expensive pit-based open outcry 
trading system, but plans to intro- 
duce its own electronic system 
shortly. 

Yesterday's reforms, which vrerp 
drawn up for Liffe by a committee of 
six leading financial executives,, 
including Sir Brian Pitman, chair- 
man of Lloyds TSB, will also include 
a si gnificant reduction in regulatory 
COSts, ftfFk»i a te spiri- 

i<tffi» is also hoping to negotiate an 
alliance with the London Clearing 
House, which already dears and set- 
tles transactions for liffe and sev- 
eral other commodity and financial 
exchanges. 

This would enable users of Liffe to 
reduce their costs by netting mar- 
gins against their positions on other 


exchanges. 

Leading investment banks and 
other users- of Liffe yesterday 
reacted positive^ to the cost-cutting 

package. 

"This is a' big step in the right 
direction." said David Kyte. chair- 
man of Kyte Futures, who resigned 
his position on Liffe’s board earlier 
this y ear o ver Uffe's lack of direc- 
tion. "Williamson is addressing our 
concerns “ . . 

Many of the job cuts are expected 
to affect Liffe’s regulatory,/ 
operations. V 

The transition from pit-based floor 
trading id electronic trading next 
year will enable Liffe to lighten the 
regulatory burden on users by con- 
centrating mostly on wholesale 
investors, who need less protection 
than retail investors. 

Mr Williamson said that Liffe had 
inherited its regulatory structures 
from the Chicago derivatives 
exchanges which remain almost 
wholly pit-based. 
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Osaka brokers may boycott 
investor protection scheme 
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By Gflfian Tett in Tokyo 


Stockbrokers in Osaka, Japan's 
second largest city, are threatening 
to boycott an official investor protec- 
tion scheme and support a proposed 
breakaway fund, which foreign 
banks may set up. 

The brokers - part of the Osaka 
branch of the Japan Securities Deal- 
ers Association - are angry about 
the degree to which Tokyo-based 
brokers dominate the association, 
which traditionally speaks for the 
industry. 

It is rare for members of any busi- 
ness association in Japan to break 
r anks with their leaders. 

The move by the Osaka brokers 
also indicates that they share for- 
eign brokers’ fears that belonging to 
the official fund could expose them 
to unlimited demands to bail out 
failed competitors. 

Goto Tatsumi, who is chairman of 
the Osaka branch of the JSDA and 
president of Kosei securities, a medi- 
um-sized broker, said: *Tf the second 
fund is set up fay foreigners] then 


we will be joining in." 

Controversy over the investor pro- 
tection scheme broke out earlier this 
year, when the Japanese govern- 
ment decided to mnire all brokers 
operating in Japan contribute from 
December l to a fund designed to 
protect investors if a brokerage col- 
lapsed. 

, Foreign brokers, which have been 
winning a growing market share in 
Japan, have agreed to make contri- 
butions to a schema However, they 
insist that the JSDA’s plans for the 
fond do not meet international 
supevisny standards. 

Big Bang financial reforms in 
Japan are expected to trigger a wave 
of failures among the country's ail- 
ing brokers. Foreign brokers are 
worried the JSDA’s plans will leave 
them with unlimited liability. 

Some foreign bankers fear the 
problem could become the most con- 
troversial they have faced so for in 
the Big Bang process. 

The foreign brokers have trial to 
persuade the JSDA to change the 
scheme. But with less than a month 


to go before it starts, the JSDA has 
refused to back down and relations 
have worsened. : . 

So for 38 foreign companies ore 
considering boycotting the JSDA 
scheme and creating their own 
scheme, ran under international 
accounting rules. Ross Rowhury, 
spokesman for the group, said: "We 
still want to weak with the JSDA 
and would prefer one scheme. But 
we are keeping all our options 
open." 

The brokers in Osaka want to join 
the foreign hanks partly to boost 
their credibility among Japanese 
investors and partly to strike back at 
Tokyo’s dominance of the JSDA. 

Ministry of Finance officials 
recently indicated to foreign govern- 
ments that a second fond could be 
permitted in “some circumstances". 

Some foreign bankers say that' 
they would he delighted to accept 
Japanese brokers if they do establish 
a second fond - not least because 
they wish to play down the split 
between Japanese and non-Japanese 
groups. 
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Bduga. rhe SAT iC A30OC00 Super Transporter operamd by Airbus Transport International, easily swallows huge caigpes like 
Airbus airframe sections thanks to its 73m diameter: upward-hinging car®? door - the largest in aircraft history. 

■ The door and ig supporting structure are manufactured by Aero sUac t m ts Hamble, rondy acquired by Tl Group. ’ 

It’s operated by two I age, internally locking, Dcrwty actuators which sustain the door’s entire weight of over 2 tonnes when 
open. Cargo rolls on and off over the roof of the pressurised flight deck, cutting previous rumround dines of several hours to 
under 45 minutes. Thanks to Dowty. Beluga’s wide open for big business. 

Dowty is one of Tl Group's four specialised engineering businesses, the others being John Crane, Foreheda ftolymer 
Engineering and Bundy. Each one is a technological and market leader to its field. Together: their specialist skills enable 
H Group to get the critical answeis right lor its customers. Vvbridwidt;. 
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s s Northern star 
on edge of 
EU firmament 

F^ublic sceptimism has prevented a sign up to the 
- t euro-zone but the danger, says Tim Burt, is that the 
nation will not emerge from a position shadowing the 
V Emu in such good economic health 
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The small kingdom of 
Denmark, squeezed between 
Germany to the south and 
its larger Nordic neighbours 
to the north, is preparing to 
carve a “third way” relation- 
ship with the European 
Union. 

Unlike the euro-friendly 
administrations of nearby 
Bonn and Helsinki, the Dan- 
ish government wfl] not be 
embracing European eco- 
nomic and monetary onion 
next year. Nor will it foDow 
Sweden’s example by 
abstaining from the project 
altogether. 

In spite of securing an opt- 
out from the Maastricht 
treaty on Emu participation. 
Denmark will become a 
member of the euro-zone in 
all but name. For the Danish 
krone will be pegged to the 
new currency in ERM-2, the 
successor to the exchange 
rate mechanism, and its eco- 
nomic policies will be tai- 
lored carefully to meeting 
the Maastricht criteria. 

In practical terms. Den- 
mark will be a shadow par- 
ticipant in the single cur- 
rency - with all the 
obligations that entails but 
none of the influence of ful- 
ly-fledged members. 

That half-way house is 
hardly a satisfactory posi- 
tion in which to begin the 
new millennium, particu- 
larly given that membership 
of ERM-2 will rid the govem- 


ment of monetary policy as a 
tool to regulate domestic 
demand. 

But Denmark's left-of-cen- 
tre coalition government 
believes it is a pragmatic 
solution to the. ffffanmia at 
the heart of the country's 
political and economic 
future. That is:. Denmark is 
one of the EU countries test 
qualified to. join Emu. but 
deep-rooted, euro scepticism 
among voters prevents it 
from -doing so. - • J. 

After lour EU re&rendnms 
in 12 years - including the 
rejection of the Maastricht 
treaty in. 1992 - prime minis- 
ter Poul Nyrup Rasmussen 
realises that the issue of 
euro membership cannot be 
put to the vote until he can 
he reasonably sure of a solid 
“yes" in favour. Recent opin- 
ion polls, while suggesting a 
growing appetite for the 
euro, indicate it would be 
too risky to hold a referen- 
dum now.- * . 

“1 was In favour of Emu 
when the Maastricht treaty 
was signed but now we must 
respect our opt out - we 
[first] have to show the 
majority that the euro would 
be of benefit to Denmark,” 
he says. 

Mr Nyrup Rasmussen, 
therefore, has ruled out a 
euro referendum for at least 
two years. Although he does 
not. admit it directly, the . 
prime minister believes that 


gives him a breathing space 
In which to convince Danish 
euro-sceptics that the single 
currency will he a good 
thing. 

He aims to do so by main- 
taining a^statfe economy, 
combining molest interest 
rales, low Inflation and solid 
growth. 

-Over ti«t_ past five .years, 1 
Denmark has Schieved just 

- that, with GDP-ferpwtb aver- 
aging 3 per centra year and . 
Inflation at less 1 than 2 per 
cent There is a. surplus oh 
the government budget - 
thanks mainl y to privatisa- 
tion receipts --and unem- 
ployment has fallen sharply. 

So Ear, so good. But In the 
past six months, the eco- 
nomic outlook has . become 
much more uncertain. Public 
consumption has grown too 
fast, while excessive' wage 
settlements have hurt Dan- 
ish competitiveness. .% 

At the Ramp time , the cur- 
rent account hag moved into 
deficit and is unlikely to 
return to surplus before 
2000. A strong krone - cur- 
rently pegged to the D-mark 

- has also hurt exports and 
buoyant domestic demand 
b«g linther undermined the 
balance of payments. 

In the absence of wage 
moderation and with mone- 
tary policy aimed solely at 
currency stability, the gov- 
ernment has to jelyjjn. fiscal 
policy to manage’demand. 
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INFRASTRUCTURE by Clare MacCarthy 


Economic engineering 

The Oresund fixed link will invigorate communities on both sides of the Sound 
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Sven Landelius. chief 
executive or the Swedish- 
Danish consortium charged 
with planning, building, fin- 
ancing. owning arid operat- 
ing a permanent link across 
thu Suund between the two 
countries, has good reason 
io be cheerful. The massive 
project he is overseeing - 
the creation of a traffic fadl- 

i ity incorporating a dual- 
\ track railway and a four-lane 
motorway linking Copen- 
hagen and Malmo - is pro- 
ceeding according to plan 
and from July next year an 

estimated 10.000 vehicles will 

travel it daily. 

Mr Landelius. who lives in 
Lund on the Swedish Side 
and works four days a week 
at the consortium’s Copen- 
hagen headquarters, is one 
of the commuters for whom 
lije fixed link will make life 
a whole lot easier. 

Doubters need only think 
back to the winter of 1935, 
which was particularly 
harsh in this part of Scan- 
dinavia. The h overcrafts 
which ply the Sound often 
could not deal with the ice 
floes and commuters spent 
up to three hours crossing 
L the 1 6km stretch of water 
r instead of their usual l hour 
and 35 minutes. It was abso- 
lutely horrible. When the 
■ fixed link opens Mr Lande- 
- . lius will be able to get from 
r home to work in Just 45 mih- 
utes. 

U The fixed link project has 
■,-;four main components: an 
i •" artificial peninsula off the 


nani ah coast, a 3.5km tun- 
nel, an artificial island a 
little more than 4km long 
and a 75km bridge incorpo- 
rating' one high bridge and 
two lower approach bridges. 

Getting it all together is 
an impressive engineering 
feat and an aerial view of 
the bridge stretching its long 
arm towards the Danish 
‘ coastline captures the enor- 
mity of the project. Mr Lan- 
deli us. who is convinced the 
link will be a tremendous 
catalyst for regional prog- 
ress. says it is about much 

more than concrete and 
pylons. 

-We’re building a lot more 
bridges than just the physi- 
cal one in our project," he 
says. “Besides benefiting the 
few commuters who today 
live mi one side of the Sound 
and work on the other, the 
fixed link is intended to be a 
massive boost to economic 
and cultural ties across the 
region-" _ .. . 

By facilitating the link, 
and other significant infra- 
structure projects, the gov- 
ernments of both countries 
hope to create a dynamic 
zone integrating Danes and 
Swedes at the gateway to the 
Baltic. 

Copenhagen and its hinter- 
land has a population of 
around 1.6m and, together 
with the 700.000 thousand 
people close by on the other 
side of the Sound, the region 
hag some 25m inhabitants, 
ranking it 27th of Europe’s 
top- metropolitan centres. 


However, in terms of wealth. 
Oresund ranks nth, ahead 
of Stuttgart, Birmingham 
and Zurich. 

On the Danish side of the 
Sound, the momentum push- 
ing this comparative wealth 
ranking even higher comes 
from the Orestad Develop- 
ment Corporation, a joint 
venture between the Danish 
State and Copenhagen 
Municipality. The corpora- 
tion has two chief tasks - to 
give Copenhagen a statoof- 
tbe-art Metro . light railway 
and to develop Orestad, a 
vast new business and resi- 
dential area a few hundred 
metres from the historic city 
centre and a three-minute 
drive from the airport. 

Among European capitals, 
Copenhagen is unusual in 
having such a large vacant 
lot - 3.1 square km - so 
close to the. historic town 
centre. The plan is to fill it 
with a careful blend of 
around 60 per cent office and 
commercial buildings, 20 per 
cent residential and 20 per 
cent services and education. 

Creating Orestad - a town 
within a town - was a dream 
of Copenhagen mayor Jens 
Kramer Mikkelsen who said, 
whan he took office in 1969. 
that he wanted to see the 
neglected capital dotted with 
cranes and have urban 
renewal revitalise the local 
economy. Nearly a decade 
on, he has cranes aplenty. 

Below ground, above 
ground and underwater, con- 
struction workers are tun- 


nelling towards Sweden, 
excavating beneath the 
mediaeval city and raising 
an elevated railtrack above 
the strip which will be home 
to the new suburb. 

Orestad 's infrastructure - 
the Metro and new roads - 
are almost in place. Develop- 
ing the site completely will 
be a gradual process, span- 
ning perhaps 25 or 30 years 
says Lau Melchiorsen, an 
Orestad development 
manager. 

Despite the Danish govern- 
ment's refusal to give big 
tax-breaks to foreign compa- 
nies, the infrastructure 
improvements and central 
location have already con- 
vinced several companies 
that Orestad is the place to 
be. 

Henning Larsen, the Dan- 
ish architect responsible for 
the Saudi Arabian parlia- 
ment building, is working on 
a world headquarters for 
sales and administration for 
the Dutch pharmaceuticals 
company Ferring. Swedish 
telecommunications com- 
pany Telia is planning a 
20,000 square foot technical' 
facility and other projects 
are In the pipeline. 

The intention. Mr Mel- 
chiorsen says, is to create a 
vibrant city in which people 
will be happy both to work 
and play. “We will not be a 
business park, like London's 
Canary Wharf. We look more 
to Manhattan with shops at 
ground level and life on the 
streets," he says. 
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The government has 
reacted by seeking a fiscal 
tightening in its 1999 budget. 
In spite of the coalition's pre- 
carious hold on parliament - 
where it controls 70 of the 
179 seats - it has won broad 
acceptance for measures 
aimed at preventing over- 
heating. - 

.. The final outcome of the 
budget negotiations, com- 
pleted last week, should 
build on the fiscal tightening 
announced in the spring 
which was designed to cut 
the GDP growth rate frpm 
25 per cent this year to 1-25 
per cent in 1999. 

In recent years, however, 
the final budget package has 
not been as tight as initially 
planned, with local authori- 
ties proving reluctant to cut, 
public spending. 


According to analysts at 
JP Morgan: “The lesson from 
the Danish experience is 
clear despite the test will in 
the world, it is very difficult 
to tighten fiscal policy suffi- 
ciently to moderate a boom.” 

Any failure to tighten fis- 
cal policy sufficiently now 
could lead to a harder land- 
ing two years from now. just 
when Danes might be con- 
sidering membership of the 
single currency. 

In that scenario, with com- 
petitiveness weakening and 
a growing current account 
deficit, it would be very diffi- 
cult for Mr Nyrup Rasmus- 
sen to secure the result he 
wants. Danish voters might 
use the poll as a vote of con- 
fidence in his handling of 
the economy, rather than a 
vote on Emu’s merits. 


All of which paints a 
gloomy picture. But Den- 
mark is not on the brink of 
an Asian-style crisis - far 
from it. In spite of the cur- 
rent economic uncertainties, 
the economic fundamentals 
are mostly encouraging. 

Inflation is not expected to 
top 1.7 per cent this year, 
while unemployment may 
foil to 65 per cent, compared 
with more than 12 per cent 
in the early 1990s. 

The government, more- 
over, has adopted a more 
business-friendly stance: 
promising to cut corporation 
tax, reform labour regula- 
tions and introduce a low- 
tax regime for international 
holding companies. 

Inward investment has 
also proved buoyant. Den- 
mark last year showed the 


most significant increase in 
inward investment in the 
EU, rising 36 per cent to 
99.2bn Ecus. It has also pro- 
moted the Oresund link, the 
bridge under construction 
between Denmark and Swe- 
den, as a magnet for new 
technology companies, par- 
ticularly in the telecommu- 
nications sector. 

Meanwhile, the govern- 
ment has fully endorsed 
plans by the Copenhagen 
stock exchange to pool its 
equity trading activities 
with Stockholm as a step 
towards a possible pan-Nor- 
dic market 

Mr Nyrup Rasmussen and 
his colleagues have also 
shown themselves open to 
privatisation, completing the 
disposal of Tele Denmark 
earlier this year mid signal- 


ling other deals in the 
future. 

Certainly, all that suggests 
that the current Danish gov- 
ernment is more enlightened 
than some of its Nordic 
neighbours - at least in its 
dealings with industry and 
markets. 

The challenge now is to 
ensure that last week's par- 
liamentary approval for the 
government’s budget pack- 
age will genuinely cool the 
economy, without damag ing 
competitiveness or increas- 
ing the current account 
deficit. 

Mr Nyrup Rasmussen says 
he is well aware of the task 
ahead. “We are in a land- 
scape where all the political 
parties want to be measured 
on their ability to get results 
- I am sure we can deliver." 


Navigating the 
Nordic latitudes 



Today 5 financial markets present challenges which 
are both varied and complex. The wide range and increased 
sophistication of today's financial instruments can make the 
correct, qualified choice a vital factor for success. More than 
ever, it is essential to avoid unknown risk when navigating in 
new markets. 

Den Danske Bank is able to provide a full range of inter- 
national finance services for corporate and institutional clients. 
Around-the-clock trading is the basis for a full service of foreign 
exchange trading and forex hedging. 

Den Danske Bank is a leading market maker in all Scan- 
dinavian currencies, active in foreign exchange, money markets 
and fixed income in all instruments. As one of Europe's most 
solid banks. Den Danske Bank has the requisite power to set the 
prices of both commercial and government bonds. 

Den Danske Bank has achieved a reputation for a consist- 
ent and professional standard of banking services. Being one 
of the largest financial institutions in the Nordic countries, Den 
Danske Bank is your natural partner throughout the region. 


DEN DANSKE BANK 

Trading, Financial Markets 

2-12 Hohnens Kaaal, DR-1092 Copenhagen R, Denmark 
Telephone: +46 33 44 00 00 


"Isuttl fcy Den Dansfce Bank, Copeflbagoi and approved br Da Danike But, London Bauch, 75 lung WHiam Street, London FCJN TUT, which u 
jcgublcd b? Die Sennities rad Future* Authority Tor ihc condua of investment bumes* in die UK, and a ijfanber of ibt London Sott Exchange. 
The nriesand regnfanom made under ihe Rnaotgl ScninaAq 1986 for die ppxcnian q{ imcgqnnny bm appfa to re eamcM l 
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Economic summary 


Actions speak louder 


Enacting the policies required to maintain a spectacular performance will prove difficult 


For tbe past five years. 
Denmark has proclaimed 

itself one of tbe strongest 
economies in Europe. 

It has enjoyed a heady 
cocktail of modest interest 
rates, low inflation, falling 
unemployment and average 
annual GDP growth of 3 per 
cent. The surplus on general 
government finances is 
expected to increase to 1 per 
cent of GDP this year and to 
more than 2 per cent in 1999. 

But, in recent months, the 
economy has begun to show 
signs of strain. And although 
the Danish economy is not 
heading for a hard landing, 
some tough medicine may be 
required to improve competi- 
tiveness and return the cur- 
rent account to surplus. 

The left-of-centre coalition 
has proposed a fiscal tighten- 
ing to damp Denmark's ram- 
pant private consumption 
and to stimulate investment 
growth. That is to be wel- 
comed Last week, the coali- 
tion reached a six-party deal 
on the 1999 budget, including 
wide-ranging labour market 
reforms, such as a reduction 
in unemployment insurance 
and a stricter benefits sys- 
tem. 

A mixture of deferred 
spending plans, extra taxes 
on the energy sector and a 
slow down in the interna- 
tional economy should help 
reduce GDP growth from 
3.25 per cent last year to 
about 1.25 per cent in 1999. 

But the danger remains 
that the government will be 
forced to compromise on 
reforms aimed at preventing 
overheating in the economy 
and that public consumption 
and wages will continue to 
grow too fast. 

At the same time, the wor- 
rying current account deficit 
- projected at around l per 
cent of GDP for 1999 - could 
widen if nothing is done to 
Improve the competitiveness 
of Danish industry. Interest 
rate spreads could also grow 
in response to international 
financial turmoil, while a 
euro-pegged krone might not 
help Danish exporters. 

Mogens Lykketoft. tbe 
country's finance minister, 
is well aware of the chal- 
lenges ahead. “On the 


demand side we realise we 
bare to reduce growth after 
a long period of higher 
growth than in tbe rest of 
Europe." he says. "We want 
labour market reform, to 
maintain a balance of pay* 
meats surplus and to seek 
wage moderation.*’ 

Most economists applaud 
that mission but caution 
that it is easier said than 
done - particularly given 
the government's fragile par- 
liamentary position and its 
obligations to leftist support- 
ers In the public sector and 
union movement. 

The government is also 
reluctant to endorse mea- 
sures which could under- 
mine its record on unem- 
ployment. which has been 
reduced from 12 per cent in 
1993 to 6.5 per cent today. 

Its task will be made more 
difficult by the loss of Influ- 
ence in key areas of eco- 
nomic management. Den- 
mark's decision to join 
ERM-2. the waiting-room for 
membership of the euro, wilt 
effectively remove monetary 
policy as a tool for regula- 
ting consumer demand. 

Given that most of the 
country's industrial work- 
force is locked into a two- 
year wage deal, agreed fol- 
lowing a damaging labour 
dispute this year, wage mod- 
eration also cannot be relied 
on to prevent overheating. 

“The only thing left is fis- 
cal measures and tbe gov- 
ernment's track record there 
has not been so impressive." 
says Jorge n Birger Christen- 
sen. chief economist at Den 
Danske Bank. “They have 
made great strides in creat- 
ing employment but at the 
expense of the current 
account surplus." 

The long-term danger for 
the government is that the 
increase in employment has 
been achieved largely by 
shrinking the size of the 
workforce, through early 
retirement schemes and 
state-subsidised sabbaticals. 

The costs of such schemes 
aill not ease, particularly 
with an ageing population. 
And employers are still 
being hurt be excessive wage 
agreements. Wage costs in 
the third quarter rose about 



Red flag: strfidog workers won two-year wage deals 


5 per cent, compared with I 
to 2 per cent in Germany. 

“There is a threat of over- 
heating," says Klaus Ras- 
mussen. senior economist at 
the Confederation of Danish 
Industries. “Inflation is low 
and our members cannot 
increase prices without los- 
ing market share; there is a 
widespread skills shortage: 
and competitiveness is 
decreasing." 

But the finance ministry 
maintains that the employ- 
ers are over-stating the prob- 
lems. Denmark's economic 
prospects are less buoyant 
than a year ago but ministry 
officials argue the outlook 
does cot justify a radical 
overhaul of tbe economy. 

“The employers have 
argued for years that the 
only effective change is to 
reduce the level of unem- 
ployment benefits." says Mr 
Lykketoft. “That is some- 
thing we will not do." 

That is a purely political 
stance but it remains a mat- 
ter of concern that the gov- 
ernment is prepared to put 
such electoral expediency 
ahead of the economic 
requirements. It may also be 
a dangerous position for 
future competitiveness, as 
the international slowdown 
has squeezed Danish export- 
ers already struggling with 
high labour costs. 

The trend has not been 
helped by the decline in 
long-term interest rates, 
which have underpinned ris- 
ing domestic demand and 
increased imports. That com- 
bination suggests that the 


The difference 
between success and 
failure is paper thin. 
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current account will not 
return to the black in 1999 
and It will be increasingly 
diffi cult for the government 
to address the problems by 
stimulating growth. 

Nevertheless, U would be 
unwise to over-state Den- 
mark’s problems. The gov- 
ernment has embarked on 
labour market reforms and 
committed itself to reducing 
corporation lax from 34 to 32 
per cent The 0.5 per cent tax 
on share transactions will 
also be abolished, another 
welcome move. 

The main challenge going 
forward, therefore, will be to 
maintain some sort of equi- 
librium in managing the 
economy over the next two 
years. That time span is cru- 
cial because it is vital that 
Danes feel comfortable with 
their economic circum- 
stances when they come to 
vote on European economic 
and monetary union early 
next century. 

If the government can pull 
off the trick of maintaining 
low inflation and interest 
rates without hurting indus- 
trial competitiveness, then a 
small current account deficit 
may be an acceptable price 
to pay. It would certainly 
prove worthwhile if it per- 
suades Danes to sign up to 
the single currency. 

But excessive wage growth 
and any moves to dilute the 
current fiscal tightening 
would pose a real threat to 
tbe country’s economic 
well-being - and make a 
“yes" vote on the euro much 
more uncertain. 
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Quality is incentive enough 


Investors are undaunted by remoteness, lack of fiscal carrots and high taxation 


Denmark, a small country 
perched atop the European 
continental mainland and 
lacking the obvious 
geographical advantages of 
centres such as Rotterdam 
and the Ruhr Valley, is 
hardly a natural choice for 
investment by overseas 
companies. Its refusal to 
offer juicy tax-breaks to 
foreign corporations and a 
reputation as having one of 
the world's greediest 
taxation regimes are 
additional impediments 
which should put the skids 
under Denmark's attempts 
to attract investors. 

But the statistics tell a 
surprising story. In 1997, 
Denmark showed the 
strongest rate of increase in 
foreign direct investme n t 
(FDQ of ail the European 
Union countries. Inward 
investments into the EU as a 
whole rose 38 per cent in 
1997 to a total of 99.164m 
Ecus. Denmark was way 
ahead of file pack with an 
astonishing 308 per cent 
increase to 2,470m Ecus 
according to the latest 
figures horn Eurostat, the EU 
statistics agency. 

Ireland, which has long 
had a reputation as an 
investment magnet thanks to 


its low corporation tax and 
highly skilled workforce, 
could, according to OECD 
figures, only manage a 14.4 
per cent increase in foreign 
direct investment test year. 

Future prospects tor FIX 
into Denmark are extremely 
bright, says Flemming 
Aggergaard, director of 
Invest in Denmark, the 
division within the Ministry of 
Business end Industry 
whose task it is to woo 
investors. Denmark's 
strategy of keeping a tight 
focus and targeting specific 
industries in areas in which 
it can document expertise 
has proved wise. 

“We can offer a higher 
competence than our 
competitors in sectors such 
as telecommunications, 
functional foods and 
pharmaceuticals,” he says. 

Whatever its competitors 
would say to that, Denmark 
has attr a c ted several 
heavyweights in these 
sectors. France Telecom, 
which won a DSC 1800 
licence to operate mobile 
telephony in Denmark, plans 
to invest $600m in the 
country over the next four 
years. The Finnish 
corporation Nokia has 
located the development of 


several of its most popular 
models of mobile phones to 
Copenhagen and is in the 
process of increasing its 
staffing levels in Denmark 
from 250 to 400. 

The people at invest in 
Denmark and Copenhagen 
Capacity, a related agency 
whose brief is to attract 
investment to the capital, 
have had their tasks greatly 
assisted by Denmark's 
consistently strong showing 
on the world 

competitiveness scoreboard 
compiled annually by the. 
JMD in Lausanne. Denmark 
was ranked as the world's 
eighth most competitive 
country in 1998 and, though 
this was a ted down from its 
fifth ranking In 1996, it stfll 
puts Denmark ahead of 
other fnvestment-huigry 
western countries, including 
Ireland (1 1), the UK f!2) and 
Sweden (17). 

But in an increasingly 
competitive Investment 
market it takes more than a 
high ranking to reel in the 
bait In the absence of cash 
inducements what can the 
Danish promoters offer? 

Location is the primary 
argument, according to Mr 
Aggergaard. Denmark is the 
gateway to the countries of 


STOCK EXCHANGE by Clare MacCarthy 


Team talk ahead of the game 


Copenhagen’s alliance with Stockholm’s 
bourse pre-empted French moves to 
establish a pan-European market 


When tbe Society des 
Bourses Francaises, which 
runs the Paris finan/rifll mar , 
kets, kick-started the process 
towards the creation of a 
pan-European stock 
exchange this month by 
inviting eight European 
bourses to talks, Copen- 
hagen was left out But even 
though tbe accelerating pace 
of stock market consolida- 
tion appears to threaten the 
future of small, local Euro- 
pean bourses, the chief exec- 
utive of Copenhagen Stock 
Exchange. Hans-Ole Jochum- 
sen, is totally unfazed by it 
alL 

And no, he was not 
aggrieved to be loft of the 
invitation list for the Paris 
meeting. Copenhagen was 
not alone in its exclusion - 
only about one-third of all 
Europes bourse were repre- 
sented. More crucially, Mr 
Jochumsen is convinced that 
Denmark is already far 
ahead of the game in terms 
| of cross-border cooperation 
between bourses and that 
this leading position, cou- 
1 pled with the Nordic traits of 
adaptability and flexibility, 
ensures Copenhagen's sur- 
vival as a thriving market- 
place well into the next mil- 
lennium. 

The signing of a formal 
co-operation agreement - 
the Norex Alliance - 
between Copenhagen and Its 
Stockholm counterpart in 
January 1998 was the high 
point thus far in the Scandi- 
navian quest for regional 
market integration. Under 
the agreement, Danish and 
Swedish shares will be 
traded on a common trading 
system - SAX2000 - from 
the summer of 1999 and tbe 
alliance partners are explor- 
ing tbe possibility of expand- 
ing the joint trading facili- 
ties to bonds and 
derivatives. Though the 
bourses keep their indepen- 
dence within the joint ven- 
ture, retaining individual 
control aver central func- 
tions such as supervision of 


trading and membership, tbe 
Norex Alliance is nonethe- 
less the most far-reaching 
co-operation between 
exchanges in Europe. 

. 'While Copenhagen and 
Stockholm, will have their 
common trading platform up 
and running very soon, the 
European bourses have not 
even begun To thrash out tbe 
details of how the computer 
systems should be struc- 
tured. • • 

The Norex Alliance 
that from 1999, members of 
the Copenhagen and Stock- 
holm stock exchanges will 
have direct access to approx- 
imately three-quarters of the 
Nordic stock market. Fur- 
ther, the stock market of the 
Norex Alliance will be 
Europe’s fifth largest by cap- 
italisation. 

The partners are con- 
vinced that their alliance 
offers many advantages to 
member firms, investors and 
issuers. Investors win bene- 
fit from the increased liquid- 
ity and tbe simplified settle- 
ment regime of an integrated 
market and new members 
will be attracted as the joint 
Nordic market reaches the 
critical mass necessary to 
justify membership. 

But the path towards a ful- 
ly-integrated Nordic securi- 
ties market has not been 
roses all the way. When 
Copenhagen and Stockholm 
announced their engagement 
plans hack In June 1997 they 
issued an open Invitation to 
the other Nordic exchanges 
to come on board. So far. 
□one has taken up tbe offer. 
Worse stiff, Finland's stock 
exchange may have scup- 
pered forever the dream of a 
pan- Nordic alliance by ally- 
ing itself with Eurex. the 
joint derivatives market of 
Deutsche Bourse and the 
Swiss Exchange- 

In late November this 
year, after alliance talks 
with tbe operator of the 
Stockholm bourse collapsed, 
the Finns announced that 
they had signed a letter of 






Taking stoctc Copenhagen is aSied with Stockholm s**u«v 


Intent to join Eurex. They 
will also seek membership of 
the prospective London- 
Frankfurt equity trading alli- 
ance. 

Mr Jochumsen disputes 
suggestions that the Finnish 
move south sounds the 
death-knell for his vision of 
a common Nordic exchange. 
A Nordic co-operation, per- 
haps even including the 
bourses of the Baltic coun- 
tries, remains on the cards, 
he says. 

Representatives of the five 
Nordic bourses and their 
three Baltic counterparts 
held a meeting in Copen- 
hagen to discuss mutual 
cooperation even after Fin- 
land’s plans were known. 
The key item on the agenda, 
Mr Jochumsen says, was 
exploring the technical feasi- 
bility to create links between 
the various trading systems, 
nie Finns, he says, stfll defi- 
nitely want to be part of 
something in the Nordic 
region, notwithstanding 
their decision to purchase a 
German trading system, 
linking the Helsinki trading 
system into 8AX2000 can 
still be done, he argues, 
though he accepts that the 
ideal solution, would have 
been for the all Nordic 


bourses to have the same 
system. 

Similarly, the Oslo bourse 
remains a candidate for 
more extensive co-operation. 
Oslo's recent investment of 
some NKriOOm in a new 
trading system rules out the 
possibility it will buy 
SAX2000 but linking into It 
is a viable alternative. 

Cross-border alliances are 
only part of the Copenhagen 
Stock Exchange’s strategy 
for survival to the face of 
heightened competitive pres- 
sure from other European 
bourses. Other initiatives, 
desig n ed to boost liquidity, 
keep existing members and 
attract new ones, include the 
extension of opening hours 
at the exchange, cutting 
membership costs, setting 
up an internet site and offer 
ing the Official List by 
e-maiL 

• Another initiative during 
1998 was. the establishment 
of a special section known as 
tbe New Market and aimed 
at giving young growth com- 
panies, particularly in the 
pharmaceutical, infawiation 
technology and biotechnol- 
ogy sectors, tbe opportunity 
to raise capital via a Copen- 

Stock Exchange list 
tog. 
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the Baltic rim which between 
them have a population of 
100m people and a GDP the 
size of Britain's. 

Massive infrastructure 
Investment by the Danish 
government, especially the 
Great Belt Bridge and the 
Oresund link to Sweden, Is 
another powerful asset .. 
Other important sales 
pitches are the country's 
political stability, economic 
strength, relatively low ■ 
corporate taxation and 
favourable labour conditions. 

But this rosy picture 
neglects mention of the fact 
that Denmark wffl not be 
joining the launch of what . 
could become the biggest 
boost to European business 
ever - the single currency. 
This made the IMD ponder. 
In its latest yearbook, 
whether Daiish companies 
can be ensured continued 
access to the international 
market 

Mr Aggergaard is not too 
concerned. “It makes life 
more difficult, it would be 
easier if we were part of it," 
he says. "But it won’t make 
any real difference - we can 
stfll offer strong advantages 
to business." 




Clare MacCarthy 
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POLITICS by Clare MacCarthy 


Treading on eggshells 

Returned to power after 10 years in opposition the government rests precariously on the support of leftist parties 


Danish prime minister Poul 
Nynip Rasmussen is in a dif- 
ficult position. 

On the one hand, he has 
been credited with returning 
his Social Democratic Party 
to power in 19&3 after a 
decade in opposition. 
Against the odds, he has also 
managed to keep them in 
government since. 

But, on the other hand . Mr 
Nyrup Rasmussen is the pol- 
itician under whose leader- 
ship the Social Democrats 
have experienced a danger- 
ous decline in popularity. 

Arguably the predominant 
force in Danish politics this 
century, and the biggest 
vote-catcher in every general 

THE EURO by Tim Burt 


election of the past 45 years, 
this autumn the Social Dem- 
ocrats have suffered the 
indignity of being overtaken 
in the opinion polls by the 
opposition Liberal Party. 

Whether this shift is a 
decisive turning point or just 
a temporary reversal in for- 
tune remains to be seen. But 
one thing is certain - Mr 

Nyrup Rasmussen, on the 

brink of his sixth year at the 
helm, will have to be more 
cautious than ever in balanc- 
ing his desire to revitalise 
the welfare state so as not to 
alienate those rank-and-file 
Social Democrats who find 
many of his initiatives 
unpalatable. 


The last piece 
of the jigsaw 

With the convergence criteria met, public 
opinion is barring participation in Emu 


When Yves-Thibault de 
Silguy addressed a Copen- 
hagen conference earlier this 
month, the European Union 
commissioner for financial 
and monetary affairs warned 
that Denmark was adopting 
a risky strategy by abstain- 
ing from European economic 
and monetary union. 

Mr de Silguy applauded 
the Danish government for 
committing the krone to 
ERM-2. the successor to the 
European exchange rate 
mechanism. But he 
suggested that failure to 
fully embrace the single cur 
rency would lead to a loss of 
influence for the Scandina- 
vian kingdom. 

Setting out a worst-case 
scenario, he added: To ben- 
efit fully from the advan- 
tages the euro will bring, 
certain companies may be 
tempted to leave Denmark or 
not set up there.” 

The commissioner also 
predicted that Danish inter- 
est rates might have to rise 
to maintain the krone within 
Ihe 2.5 per cent ERM-2 hand 
endorsed by the government 

Mr de Silguy was right to 
point out the economic risks 
of Denmark’s non-participa- 
tion in the euro. But there 
are strong political argu- 
ments for the Danish govern- 
ment’s agnostic approach to 
the single currency. 

Poul Nyrup Rasmussen, 
the Danish prime minister, 
has ruled out a referendum 
on participation in the euro 
for at least two years 
because he knows that - 
whatever the economic bene- 
fits of euro membership - 
Danish voters remain deeply 
divided over the issue. 

Although recent opinion 
polls have reflected growing 
public enthusiasm for the 
project, the margin in favour 
is too thin to risk a referen- 
dum in the near future. 

Mr Nyrup Rasmussen does 
not want to put the issue to 
the vote until he can be rea- 
sonably sure of a solid “yes". 
Given that Danes rejected 
the Maastricht treaty in 1992 

- only to accept it in a sec- 
ond referendum a year later 

- it would be politically 
unwise to hold a referendum 
before the euro can be 
shown to work. 

“1 do not foresee a referen- 
dum in the next two to three 
years,” says Mr Nyrup Ras- 
mussen. “First, we have to 
show to the majority of 
people that it would be of 
benefit to Denmark." 

He is also well aware of 
referendum fatigue in Den- 
mark. which has held four 
EU polls in 12 years - cul- 
minating in May’s vote in 
support of the Amsterdam 
treaty. 

“We do not want to intro- 
duce any pressure to the 
timing on a referendum: first 
we have to create the basis 
in tile public mind for such a 
referendum to take place." 

he says. 

Although Denmark has 
made clear its aversion to 
joining the single currency 
in the first wave, it will be 3 
shadow member of the euro 
in all practical terms. 

The constraints of ERM-2 
will effectively mean that 
monetary policy in future 
will be used solely to main- 
tain the krone within its cur- 
rency band. Moreover, the 
government has committed 
itself to continuing to meet 
all the convergence criteria 
set out in the Maastricht 

treaty. , . 

M opens Lykketoft. the 
Danish finance ministar, 
admits that this policy 
leaves little room for man- 
oeuvre. But he -maintains 
that this is nothing new for 
Denmark as the krone has 
been pegged to the D-mark 
for many years. 




He also suggests that it 
will be a matter of when, 
rather than if. Denmark 
signs up to the single cur- 
rency. 

“I think the single cur- 
rency as such is a very posi 
tive step in Europe and the 
convergence criteria have 
created the necessary 
changes in economic policy 
around the EU.“ says Mr 
Lykketoft 

The finance minister adds, 
without a hint of modesty, 
that Denmark is “the best 
pupil in the class" in meet- 
ing the convergence criteria. 

If that is the case, Den- 
mark should commit itself to 
euro-membership sooner 
rather than later according 
to Danish advocates of the 
single currency. 

“The problem with the 
current policy is that we are 
constrained by the euro-zone 
without having any influ- 
ence on it,” says Klaus Ras- 
mussen, senior economist at 
the Confederation of Danish 
Industries (DI). 

The Confederation fears 
that financing conditions for 
Danish businesses will be 
less favourable than those 
available within the euro- 
zone. At the same time, com- 
panies will still have to bear 
the transaction costs of con- 
verting krone to euro in 
trade with the 11 member 
countries. 

The Copenhagen stock 
exchange also feces the costs 
of setting up trading systems 
capable of handling clearing 
and settlements in both 
krone and euro. It may also 
have to provide euro listing 
facilities for larger compa- 
nies while providing a krone 
service for smaller compa- 
nies. 

More importantly, per- 
haps. Denmark's ability to 
remain a shadow member of 
the euro could be tested if 
the economy turns sour. If. 
for example, the current 
account deficit widens and 
further wage increases 
undermine Danish competi- 
tiveness, that could persuade 
international investors to 
reduce their exposure to 
Danish securities. 

in such a scenario, a capi- 
tal flight could increase pres- 
sure an the krone - forcing 
the central bank to hike 
interest rates sharply to stay 
within the EBM-2 bands. 
Moreover, currency traders 
may then try to test the 
ERM agreement by selling 
the krone. 

That possible sequence of 
events - while seemingly 
unlikely - has increased the 
pressure on the government 
to encourage wage modera- 
tion and tighten fiscal policy 
to prevent overheating in 
the economy. 

But Mr Lykketoft is 
unfazed. The government, he 
says, continues to meet the 
convergence criteria as a 
by-product of its success in 
maintaining relatively mod- 
est interest rates and low 
inflation, while using tighter 
fiscal policy to regulate 
growth. 

He is partial, of course, but 
Mr Lykketoft is right to 
emphasise that the euro 
exerts a useful discipline on 
economic policy, even if Den- 
mark has relatively little or 
no say over its direction. 

By c ontinuing ~to meet the 
convergence criteria and 
shadowing the single cur- 
rency. the country will also 
be better prepared for the 
euro-zone when it decides to 
loin. 

-One thing is clear.” says 
the Danish finance minister. 
“We art better off in the 
medium and long-term to 
stick to a very tight cur- 
rency policy. That wifi make 
us well-qualified to join up 
when the time Is right.” 


Mr Nyrup Rasmussen was 
returned to power by the 
slimmest of margins in the 
general election in March 
this year. Of the 179 seats in 
the Folketing, the parlia- 
ment. the minority coalition 
government of Social Demo- 
crats and Social Liberals 
commands just 70. 

Mr Nyrup Rasmussen's ' 
hold on office was secured 
with the support of two 
small parties an the fer left, 
the Socialist Peoples Party 
and the Unity List, a loose 
grouping largely comprising 
environmentalists and for- 
mer communists. 

While these parties, boast- 
ing 18 Folketing seats 
between thent do not pull 
any punches when they feel 
the need to criticise the gov- 
ernment. neither has so fer 
bad the stomach to topple a 
Social Democrat-led adminis- 
tration and allow the non-so- 
cialist opposition to assume 
leadership once more. 

Mr Nyrup Rasmussen's 
tenuous hold on power is 
also dependent on two of the 
four parliamentary seats 
returned by voters in the 
semi-autonomous Danish 
territories of Greenland and 
the Faroe Islands. 


The political allegiances of 
these four members are 
somewhat confused by local 
matters, not least Denmark's 
dispute with the Faroes over 
outstanding debts from the 
islands’ hanking collapse in 
the early 1990s. 

But Mr Nyrup Rasmussen 
is reasonably assured that 
two of them, at least, are 
unlikely to vote against him 

It is often said that the 
most important attribute in 
Danish politics is the ability 
to count to 90 and parlia- 
mentary support, or non-op- 
position to be more precise, 
for the latest Nyjup Rasmus- 
sen administration amounts 
to exactly this figure, put- 
ting it one seat ahead of the 
right-wing opposition. 

But the opinion polls tell a 
different story and a recent 
Gallup poll confirmed a 
trend which has held sway 
throughout the autumn - 
sufficient gains by the 
non-socialist opposition to 
assume power should a gen- 
eral election be held now. 

This poll pegged voter sup- 
port for the Social Demo- 
crats at 81 per cent, down 
from their 35.9 per cent 
showing in the Mdrch elec- 
tion. while the Liberals 


advanced to 31.1 per cent 
from 24 per cent 

Critics say the Social Dem- 
ocrats' fell from grace is the 
logical punishment for an 
unimaginative and ineffec- 
tual government which has 
achieved little of substance 
in its five years in power. 

But this is rather too 
harsh a judgment, for Mr 
Nyrup Rasmussen's achieve- 
ments have not been insig- 
nificant With 18(1000 people 
brought off the dole queue 
and into jobs, the unemploy- 
ment rate has dropped from 
123 to &5 per cent 

Foreign debt has fallen to 
21 per cent of GDP from 32 
per cent and a budget deficit 
has been transformed into 
an estimated DKrll.3bn sur- 
plus in 1996. 

In human terms, the 
Social Democrats trumpet 
their achievement in reduc- 
ing the tax burden on the 
lowest earners, abolishing 
wealth tax. introducing 
green taxes, establishing 
thousands of new kindergar- 
ten places and giving fami- 
lies with young children the 
statutory right to extra time 
off work. 

Despite all this, they still 
lag in the opinion polls. 


Mr Nyrup Rasmussen 
argues that it is normal for 
Danish governments to expe- 
rience a post-election popu- 
larity dip and that unpopu- 
lar but necessary initiatives, 
such as the Whitsun auster- 
ity package, will feed 
through to the ratings. 

But developments on the 

other side of the political 
spectrum have also been at 
play. The Conservative 
Party, in power for a decade 
under the tutelage of Poul 
Schflter. is in tatters follow- 
ing scandals caused by 
drink -driving leaders and an 
internecine, and very public, 
leadership battle. 

The upshot was a haemor- 
rhage of voters away from 
the once-proud Conserva- 
tives. Many have sought a 
home in the parties of the 
extreme right but others 
have taken the politically 
smaller step into the arms of 
the Liberal Party, with 
whom the Conservatives 
shared office during their 10 
glory years. 

As for the Liberals, they 
are on a roU. Under a new 
leader, Anders Fogh Ras- 
mussen. who succeeded Uffe 
Ellemann-Jeusen after the 
March election, the Liberals 



Even handed: Nynip Rasmussen is walking a tight-rope 


have been busy reinventing 
themselves and expanding 
their political bailiwick into 
the territory held by the 
small centrist parties, the 
traditional kingmakers of 
Danish politics. 

Symbolic gestures, such :is 
Mr Fogh Rasmussen's meet- 
ing with trade union bosses 
in October, have boosted the 
Liberals' ratings and 
enhanced their prospects uf 
being the senior partner in 
Denmark's next government. 

The Liberals also have a 
strong card in Mr Fogh Ras- 
mussen himself. While his 
predecessor was a darling of 
the international media and 
a giant force on the domestic 
political stage, his uncom- 
promising style proved a 


Liber 


barrier to getting the 
als back intu power. 

Since Mr Fogh Rasmussen 
was ridiculed for his petu- 
lant whine about Social 
Democratic profligacy, hts 
style his become mere bal- 
anced :uid mature. 

In contrast, Mr Nyrup Ras- 
mussen is handicapped by 
his own public image. A 
genial, articulate and selt . in- 
sured man in small gather- 
ings, the prime minister 
lacks the greganousiiL-ss and 
media presence which could 
make him look better on a 
wider stage. 

This, curabinod with 
increasing rumblings uf dis- 
content at gr.b*ruuts level, 
could prove to he hi* 
undoing. 


Investment Banking with a Nordic focus 


Establishment of 

Kapital Holding A/S 

as the joint holding company, 
with group assets of more than 
dkk 5 30,000,000,000, of 


IREALKREDIT 

D/anmark 



BG Bank A/S 


Realkredit Danmark A/S 


through the merger of BG Holding A/S 
and ReaLDanmark Holding A/S 

Advisor to ReaLDanmark Holding A/S 

October 1998 


During 1998, Carnegie has announced 28 m&a transactions, 
with an aggr egate value of over usd 6.4 billion. These transac- 
tions include Nordic domestic and cross-border deals, inward 
acquisitions by non-Nordic firms, outbound acquisitions by 
Nordic firms within Europe and into the North American and 
Asian markets, and divestments of Nordic businesses using 
controlled auction techniques targeting a global buyer uni- 
verse. 

in corporate finance, Carnegie provides advisory services 
in equity capital market transactions, mergers & acquisitions, 
restructuring & valuation, and structured finance, with a team 


of 65 professionals in Copenhagen, Stockholm, Helsinki and 
Oslo. The corporate finance team includes sector specialists 
covering engineering, information technology, medical technol- 
ogy and pharmaceuticals, power, pulp and paper, real estate, 
shipping, telecommunications, transportation and banking and 


insurance. 


Recently, Carnegie advised Realkredit Danmark, rhe second 
largest and unlisted Danish mortgage institution, on irs merger 
with BG Bank, the rhird largest Danish commercial bank, cre- 
ating one of the largest and most powerful Nordic financial 


institutions. 



Corporate Finance 

Came$e e an independent investment banking and asset management firm focused on the T Jcrdie regon. with offices in Copenhagen Stockholm. Malmoe, Gothenburg Hekml-j. 
Odft Luxembourg, London and New York. The core activities are seeirroe? sales and trading, research, asset management and corporate finance.The firm has a staff of eoo and is 
owned to 55* by 5 nger & Friedlancter Group Pfc. and to 45^ by Carnegie nsnpk^ees and management 
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Egalitarian but exclusive, 
confident but conservative, 
brilliant but boring 

After 26 years as the FT’s correspondent in Copenhagen, 

Hilary Barnes airs his prejudices about a country long on 
virtue but a little lacking in vitality 



A is for . . . Auken, Svend. 

minister for environment 
and energy. Gifted and 
entertaining politician. Will go 
down in history as “Beer Bottle 
Auken' for quixotic battle with 
the EU to maintain the Danish 
ban on sale or beer in cans. 

B is for . . . Bohr. Niels, late 
humanist and physicist, 
discovered the structure of the 
atom. Personal choice as the 
greatest Dane of the century. 

C is Tor . . . cycle paths, 
thousands of kilometres of 
them, which make Denmark a 
paradise for cyclists. Policy 
implemented in 1940s and 1950s. 
before it was too late. We others 
can only regret our lack of 
foresight. 

D is for . . . Danida. the 
Danish aid agency. Danes 
get top marks for good 
intentions, spending 1 per cent of 
GDP on aid. Pity there are so lew 
discernible results. 

E is for . . . Egalitarian. 

However measured - equality 
between sexes, between classes 
or by income - Denmark is one of 
the mast egalitarian societies in 
the world. Lots of levelling down. 

F is for . . . Flag. The 
Dannebrog is flown 
everywhere at every opportunity 
by a people intensely proud of 
their country. A touch too much 
ethnocentridty, however, tends 


AGRICULTURE by Clare MacCarthy 


to blinker Danes to qualities or 
other countries and cultures. 

G is for . . . Greenland. Bet 
you didn't know that the 
Kingdom of Denmark is the 
largest country, measured by 
lan dm ass. in Europe. 

H is for . . . Honest, 
Harmonious and 
Homogenous - three qualities 


which go far to explaining why 
De nmar k consistently ranks 
top. or dose to the top. in 
international quality-of-life 
surveys. 

I is for . . . Integrate. 

Immigrants are told they 
must. Many immig rants would 
like to but the Danes won’t let 
them. The reason they don’t? 
See T. 



J is for . . . Jantelov (Jante’s 
Law). The greatest social sin a 
Dane can commit is to think he 
or she is someone. Closely 
associated with hygge (cosy 
social relations in a cosy 
atmosphere), which makes 
discussion, let alone argument, 
socially problematic and dullness 
a virtue. 

K is for . . . Kitchen. Land of 
pork and potatoes but 
smoemebroed (Danish open 
sandwich) culture at its best can 
be a revelation, especially with 
quantities of snaps and beer to 
chase 1L 

L is for . . . Lutheran State 
Church. “By faith, not acts ", 
so anything (almost) goes. 
Favourite examples: the priest 
(male) who has been married six 
times and the woman priest who 
is a lesbian with a son born out 
of wedlock. 

M is for . . . Maersk Mc- 
Kinney MoQer, controlling 
owner and business genius 
behind the growth of the A.P. 
Moller-Maersk shipping (and 
much else) group into what is 
arguably the world's premier all- 
round shipping business. 
Modestly, Mr Moller says all the 
credit goes to his father, the late 
AP. Moller. Others dare to 
disagree. 

N is for . . . Nyrup 

Rasmussen, prime minister, 
leader of the Social Democratic 


Party. Will go down in history as 
an above-average performer in 
this difficult job. At his best face- 
to-face: less impressive on 
television. 

O is for . . . Oresuad. the 
straits separating Denmark 
from Sweden. With the building 
of a road-and-rail bridge between 
Copenhagen and Mahno, the 
Oresunii region will become one 
of the fast est-sro wing city 
regions in Europe. 

P is for . . . Pis. The world’s 
biggest pork exporter, thanks 
to the qualities of its agricultural 
producer co-operatives. 

Q is for . . . Queen Maigrethe 
n. something of an 
intellectual and a gifted /.rtist, 
with a flamboyant taste ut hats, 
she has overcome a nervy 
disposition and beanstalk 
physique to earn the deepest 
admiration and respect ol her 
subjects. 

R is for Radical Party. 

Exasperating social-liberal. 5 
per cent lof the votes) parry with 
the influence of 40-percenter. 
Consistently holds balance 
between right and left-wing 
alternatives in the Folketing and 
is. therefore, king-maker 
extraordinary. Has prevented 
socialist and liberal excesses but 
its anti-militarist, neo-pacifist. 
Eurocritica) altitudes have often 
driven Denmark's allies to 
distraction. 


S is Tor . . . Social Democrats. 

In government more often 
than not since 1929. they claim to 
be the makers of modem 
Denmark - and are arrogant 
about it. Some top Social 
Democrats make it plain that 
anyone who does not support 
them is suffering from an 
intellectual defect. I object 

T is for . . , Tribe. The Danes 
are not so much -a nation as 
a tribe, noted Sir James Mellon, a 
former British ambassador to 
Denmark- An apt observation. 
The Danes ore a pleasant, 
tolerant, friendly people, but 
they are also exclusive. 

U is for . . . what makes 
the streets of central 
Copenhagen stink on 
Monday mornings. Some 
intolerant policing urgently 
required. 

V is for . . . Voter. About 
two-thirds of them receive 
their income from the 
government, as employees 
or as clients of the 
welfare state. From 
democracy to 
taxocracy? 


W is for , . . Welfare State, 
one of the must generous 
and expensive m Europe. Has 
come closer to achieving Ute 
Marxian ideal of "fittn each 
according to his means tn each 
according to his need” than any 
communist state over has. 
Perhaps two-thirds of the 
welfare state us admirable. Hut 
Denmark would b*.- more 
dynamic and interesting if the 
other third wore dropped and 
the Danes, and not their 
politicians, decided for 
themselves how to spend their 
awn money. 

X is for . . . the factor which 
gives Danish blondes an 
extra something. Dress badly, so 
best od summer beaches. 

Y ls for . . . the male factor. 

"Glorious 
women: pity 
about the • .«£*» ‘ “ = 

men.” a 
French 
diplomat 

exclaimed. Possibly ■ 
worse dressers even 
than the women. 




Z is for . . . lor 
2(s)ummer 1999. 
the host day of the 
year. 
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Farmers face cull 
as lean times bite 

With prices cut to the bone, the industry is calling for 
government relief 


Pork chop: the 4-to-1 ratio of pigs to people is lately to faH 


'Come watch me gas my 
piglets.’ read the gruesome 
invitation to the press from 
a Danish pig farmer in Octo- 
ber when plummeting pork 
prices made economic sense 
of butchering the little 
beasts at birth rather than 
lose more money by rearing 
and selling at a loss. 

The farmer never actually 
carried out the threat, which 
caused a brief media sensa- 
tion. but his invitation did 
serve to dramatically under- 
line the plight of Danish 
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Go with the TravelPass 
that cuts the comers and the costs 


If you are a frequent flyer to 
Scandinavia now’s the time to 
re-examine your need for a ticket 
After all, the new SAS TravelPass 
does the job of a ticket - and 
it does it so much better! 

it makes travel easier. You can 
purchase a TravelPass with a 
specific number of flights already 
loaded onto it. And you can book 
how and when you want - via the 
Internet, PC Online or by calling 
our 24 hour voice response tele- 
phone line. Or through your travel 
agent 

It’s faster - with the SAS Travel- 
Pass there's no need to join 
the check-in queue when you’re 


travelling with hand luggage only. 
And it saves you money - anything 
up to £900. Packages are avail- 
able for 10. 20 and an unlimited 
number of flights between two 
destinations, and cover a choice 
of travel between London and 
Copenhagen, Oslo. Stockholm, 
Gothenburg or Stavanger, Alter- 
natively, you can choose travel 
between Aberdeen and Stavanger. 
As they say in business, it's an 
investment worth looking into. 
Please contact your travel agent or 
SAS on: 0181 990 7100. 
Internet: http://www.sas.se 
For further information contact us 
on e-mail: tpinfouk@sas.se 


SAS 

SCANDINAVIAN AIRLINES 


farmers with pricing pres- 
sures bringing many to the 
verge of bankruptcy. 

The sector started losing 
heavily after pork prices 
plummeted to DKr6.20 a kilo 
in November from a high of 
DKM4.10 a kilo in March of 
last year. Industry special- 
ists say that under current 
conditions, prices would 
have to be at least DKrSJH) 
per kilo just to allow farmers 
to keep their heads above 
water. 

The price plunge, along 
with signals that other Euro- 
pean countries were moving 
to help their own farmers, 
led a united Danish farming 
sector to Issue a public plea 
for help to Prime Minister 
Poul Nyrup Rasmussen. The 
pig termers say they are not 
asking for state handouts, 
rather, some temporary 
assistance, such as state 
guarantees for operating 
costs and a possible six- 
month moratorium on bank 
loan interest payments to 
help tide them over until the 
crisis settles. 

But the government is 
having none of it. Agricul- 
ture Minister Henrik Dam 
Kristensen’s response to the 
farmers' petition is that 
their problem is of their own 
making - excessive produc- 
tion has pressed prices lower 
and the only remedy is to let 
market forces engineer an 
output drop to a sustainable 
leveL 

Danish farms produce 
more than 20m pigs per year, 
which means pigs outnum- 
ber people by about 4-to-L 
There are about 20.000 pig 
producers in all, including 
part-time fanners, and 
although the number of pro- 
ducers has declined greatly 
in recent years, production 
has nearly doubled since 
1970. 

While this level of produc- 
tion made economic sense 
when world demand was 
buoyant, the economic chill 
blowing in from the east 
spelled misfortune for Dan- 
ish pig farmers. 

Although the EU coun- 
tries, particularly Germany, 
the UK, Trance and Italy, are 
Denmark’s principal mar- 
kets for pigmeat and meat 
products, Russia, Japan, 
eastern Europe and the US 
are also significant. Danish 
agricultural exports to Rus- 
sia, for example, plunged 31 
per cent to DKrllSm 
between July and August 
this year and the floating 
rouble, the Agricultural 


Council of Denmark says, 
means the outlook is any- 
thing but good. Two-thirds 
of Danish exports to Russia 
are agricultural, amounting 
to DKr2.3bn in 1997. with 
foodstuffs and machines for 
the Russian agri-industry 
came to anotber DKrl.Sbn 
last year. 

Because Denmark is one of 
the world’s leading exporters 
of pigmeat. dairy products 
and cheese, foreigners often 
make the mistaken assump- 
tion that agriculture is Den- 
mark’s biggest industry. But 
while it has long been sur- 
passed as a currency earner 
by services and general 
Industrial manufacturing, to 
underestimate the signifi- 
cance of farming in Danish 
society would be another 
mistake. 

Agriculture brings in 
between DKr50 and DKrfiO 
billion every year, It adds up 
to around 6 per cent of gross 
domestic product and the 
sector employs 220,000 
people, or just less than one- 
tenth of Denmark's full-time 
employed labour force. Small 
wonder then, that a down- 
turn in the industry repre- 
sents a significant threat to 
Denmark's trade balance. 

Against the backdrop of 
the Asian and Russian reces- 
sions and the consequent 
decline In Danish agricul- 
tural exports, Klaus Bus- 
Lrup, managing director of 
the Agricultural Council of 
Denmark, describes the 
export developments as 
extremely worrying. The sta- 
tistics bear out his concern: 
the value of total agricul- 
tural exports dropped 9.6 per 
cent to DKiftLSibn In the first 
eight months of this year 
from the corresponding 
period one year earlier. 
Exports of pork alone fell by 
DKr2.7bn during the period. 

Meanwhile, the nationwide 
Industrial strike, which all 
but paralysed Denmark for 
11 days in April and May 
this year, exposed how vul- 
nerable the industry is to 
distribution breakdowns. 
Even though most agricul- 
tural employees were not 
directly involved in the 
strike, a crippled transport 
sector brought exports to a 
halt while severe overcrowd- 
ing at poultry production 
units sparked widespread 
concern for animal welfare 
and became one of the tec- 
tors which prompted the 
government to .table emer- 
gency legislation to halt the 
industrial action. 
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CHRISTIAN HANSEN 


Getting the basics right 


“One has to be enthusiastic 
about what one does, 
otherwise there's no point," 
grins Erik Sorensen, 
managing director of the 
Christian Hansen Group, one 
of Denmark's most 
successful niche companies. 

And enthusiasm is in 
plentiful supply at corporate 
headquarters in the woods 
at Horshoim, some 20km 
north of Copenhagen. Mr 
Sorensen, who took the 
helm at Christian Hansen in 
1995, brought to the job the 
same zeal with which he 
treats his other pet passions 
- yacht racing and the 
history of US influence in 
east Asia between 1855 and 
the Korean War. 

It is an approach which 
has kept the company - a 
developer and producer of 
natural food ingredients, 
biotechnological and allergy 
diagnostics and treatment 
products - on the ascent 
since and which, Mr 
Sorensen is confident, will 
ensure its success during 
the next millennium. 

Christian Hansen Group, 
listed on the Copenhagen 
Stock Exchange, had a 
1997-98 turnover of 
DKr3.1bn and pre-tax profits 
of DKr349m, a 12 per cent 
and 25 per cent advance, 
respectively, on the previous 
accounting year. The outlook 
for the 1998-99 fiscal year Is 
also promising. The 
company expects a 10 per 
cent increase fn pre-tax 
profit to around DKr384m 
while sales are set to come 
In at around DKi3.4bn. 

Christian Hansen, like 
most companies, Issued its 
earnings forecast with the 
proviso that it is subject to 
greater uncertainty than 
normal in light of global 
economic developments but 
the company’s exposure to 
the world's hottest spots is 
relatively slight 

Less than 2 per cent of 
group sales derive from the 
south-east Asia and Russia, 
meaning the biggest risk for 
near-term earnings is the 
possible appreciation of the 
Danish krone against the 
currencies In its chief export 
markets. However, even 
here the company has some 
sort of a safeguard as 
two-thirds of group 
expenses are incurred in the 
same currency as sales. 

The nature of Christian 
Hansen's product range is 
another useful cushion 
against the vagaries of world 
economics. Mr Sorensen's 
company sells products 
which 500m people use 


every day - even in a 
recession, people will eat 

Food ingredients 
manufactured by the 
company find their way into 
an amazing array of 
everyday products on 
supermarket shelves. 

Besides the rennet, without 
which cheese would not be 
cheese, Christian Hansen 
sells a range of dairy 
cultures used worldwide to 
create cheese and 
fermented milk products, 
such as yoghurt and creme 
fraiche. 

The company is also the 
world's largest supplier of 
starter cultures for meat 
products, so a Spanish 
chorizo sausage or an Italian 
dried ham picked up at a 
New York deli will more than 
likely owe its existence in 
part to Denmark's Christian 
Hansen. 

The company has even 
developed cultures for the 
exacting wine and bread 
industries, while the world’s 
food- processing industry 
uses Christian Hansen 
natural colours in a huge 
variety of products - snacks, 
cereals, ice-cream, 
beverages, ready-made 
meals and lots more. 

Consumer opposition to 
additives is a growing 
problem for food-processors 
worldwide but Christian 
Hansen's colours, Mr 
Sorensen points out, are all 
based on natural raw 
materials. Campari, for 
example, gets Its vibrant red 
hue thanks to cochineal, 
derived from an insect which 
rives on a certain type of 
Mexican cactus plant 
Another natural colour, an 
orange-yellow extracted 
from the seeds of the 
annatta bush, grown by 
Christian Hansen at a 
plantation on the Amazon 
estuary, finds its way Into 
many world-famous brands 
of butter, margarine and 
mayonnaise. . 

Christian Hansen has 
about 3.000 workers on its 
payroll, with 1,000 in 

Denmark and 2,000 others 
across the globe. It has in 
excess of 20 production 
facilities outside Denmark 
which between them total 
around two-thirds of overall 
production. 

Products, processes and 
markets have come a long 
way since the company's 
founder, Christian DA 
Hansen, a chemist, started 
tee company in 1874 on the 
basts of a pioneering 
method to standardise 
rennet, the additive which 


makes milk coagulate and 
turn into cheese. 

Chymosin. an enzyme 
extracted from calves’ 
stomachs, was the basis for 
early rennet production but, 
since then, Christian Hansen 
has developed a process to 
ferment coagulants which 
satisfy the demand for 
cheeses made in 
accordance with kosher, 
halal and vegetarian 
requirements. 

Rennet remains tee 
company’s most important 
product and Christian 
Hansen has a 35 per cent 
share of the world market 
However, a carefully- planned 
diversification process has 
brought Christian Hansen to 
prominence in new areas, 
ranging from natural 
colourings, through 
functional foods to 
frontier-breaking treatments 
to diagnose and cure human 
allergies. 

ALK-Abello is the Christian 
Hansen allergy treatment 
unit. Though still dwarfed by 
the food ingredients 
business in terms of sales 
and earnings, the potential is 
substantial and increasing 
daily. 

Allergies are on the 
increase. Some 15 per cent 
of the world’s population 
has some sort of allergy, 
twice as many as 20 years 
ago. Science has not yet 
provided an explanation for 
the growing incidence of 
asthma and lowered human 
resistance to allergens, such 
as hou Semites, dust, cats 
and insect bites, but 
Christian Hansen is at the 
front end of research in 
beating the effects. 

Allergy vaccination is the 
buzzword of the moment 
Traditional allergy 
treatments, such as 
antihistamines, only dampen 
the symptoms. Allergy 
vaccination, on the other 
hand, provides a cure for 
respiratory allergies and 
Christian Hansen has a 40 
per cent share of a world 
market currently valued at 
$250m. The company’s 
investment in allergy 
treatment received a 
significant boost in May 
1998 when the World Health 
Organisation officially 
recognised the benefits of 
allergy vaccination for such 
diseases as hay fever and 
asthma. With 50m people in 
Europe alone afflicted by 
allergies, WHQs imprimatur 
can only bode well lor 
Christian Hansen's future. 

Clare MacCarthy 






* 




^ ! 

% » • 1 


- ■ i ? 


* iha 
^ remit 


A 


\A 












tffett ffeft* f*U > > 

i J 


Er - ■ 






i ■ ’■*' . ■ 




•3? 5*. • 

. *»* V. 




j^ U llNtjtey*’ -•-« 

mhji nmfny. r’r >** 

w s** * * **^^ *■"• 

*%iars-'* t-*- ' 

S^V'-V 1 "- •’ :• 

*= Ti»'. ' 

m s£tst ***+ * ;-‘ " 
u£w VV .- ’-•■ •• 

iMta W; - -»->- A ’iJ ««* ~w '■ 

V' '' ’ : 

Sa£ag»^ ~-ai&: -—■*.< ” ‘ 

U -• • 

-?rK- ■*' ' ’ 

lljtfTH'j^^T-'J 88 - - _ ' * ! ' * 

\)r-:i - 1 * v • 
•“ 

[tpL- rfciumEi 7 3 ** r - r V = 

Kfo * - ■' 

: r~*^ <-^au ■ -■■ 

yV ^ ' T - 

»$**&?' -Sfw 

lji 

■iwrfiJr-'iH-Vif j ?•?' 


ffWWS^r' ■•*-;••*■* '- 

-'-■■ r*i 


•WBaWP^'r 4 ' " 

gggjgAf&ktoH-j. ?. ; 

IjjrtjB^'^ :V' : " *’ ,l ' a ' ’’ 

’' i:: y 

fWW?v4*2dS p > r 




[$WfeW' •• <v ^' ,: ‘ s 


BSfcstfr-* '•’■'• ■ 

:*w ir^'^ - *' 


-‘V* . " . 
>••>■* •*' ' 


A nation in the 
throes of change 

Government parties are preparing for a stem test 
at the polls at a time when industry and the legal 
system adapt to change. Neil Buckley reports 
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Belgium stands on the brink 
of significant changes that 
are set to reshape it for the 
new millennium. 

In national and regional 
politics, legal affairs, the 
economy. Industry and 
finance, changes are under 
way or about to be set in 
train that could together add 
up to one of the largest 
shifts in the country’s 
make-up since its creation in 
1830. 

They changes are likely to 
recast Belgium as a more 
loosely bound federal state, 
at the same time more 
closely integrated 
economically with its 
neighbours than ever. 

One key event will be the 
general election which must 
be held by next June. Voters 
are likely to penalise the 
Christian Democrat and 
Socialist parties that have 
dominated postwar politics 
for a series of scandals that 
have dogged their latest 
coalition. 

The defining episode in 
recent Belgian history, the 
so-called Dutroux affair, 
returned to haunt the 
government in April. 
Belgium's most notorious 
criminal. Marc Dutroux, 
overcame police guards at 
the courtroom of 
Neufchdteau in southern 
Belgium and spent nearly 
four hours at large before 
being recaptured in the 
forests bordering France. 

Mr Dutroux has been the 
government’s bite noire 
since being arrested in 
August 1996 and charged 
with the abuse and murder 
of four girls. 

It emerged that the 
convicted rapist could have 
been captured much earlier, 
and two of the girls possibly 
saved, but for the bungling 
of Belgium's three police 
forces and the judicial 
authorities. Public anger 
over the case erupted in 
October 1996 into the “White 
March”, a 300,000-strong 
protest in Brussels. 

Jean-Luc Dehaene. 
Flemish Christian Democrat 


prime minister, survived a 
parliamentary no-confidence 
vote over the Dutroux 
escape after Jettisoning his 
justice and interior ministers 
and the chief of the 
gendarmerie, the national 
crime-fighting force. 

But the government’s 
public credibility was badly 
damaged, even before a 
further ministerial 
resignation in September, 
the third in five months. 

Louis Tobback. interior 
minister since April, stood 
down over the death of a 
20-year-old Nigerian 
asylum-seeker after a 
struggle with gendarmes 
attempting to deport her. 

The discomfort of both the 
Francophone and 
Dutch-speaking Socialist 
parties, meanwhile, has been 
increased by Belgium’s “trial 
of the century” - the 
Agusta-Dassault trial in 
progress since September. 
Among the 12 defendants are 
four former ministers, 
incl uding two former deputy 
premiers, one of whom, 
Willy Claes, later became 
Nato secretary-general. 

The case centres on 
allegations that Dassault, 
the French defence group, 
and Agusta, the Italian 
helicopter maker, won 
government defence 
contracts in the late 1980s in 
return for paying minions of 
dollars in bribes to the two 
party wings. 

All defendants deny 
wrongdoing; and the verdict 
is expected by the end of the 
year. 

The electoral conse- 
quences of the scandals 
could be a change of govern- 
ment and the first coalition 
to include the centre-right 
Liberals for a decade, or 
even the first government 
led by a Liberal prime minis- 
ter since that of Walthere 
FrtroOiban in 1884. 

The final composition of 
the government could 
become bound up with the 
outcome of another Impor- 
tant event due to follow the 
election, a further round of 


talks on constitutional 
change. 

Successive rounds over 28 
years have already trans- 
formed Belgium from a uni- 
tary state Into a federal 
nation of three regions over- 
laid by three language com- 
munities. 

The reason for next year's 
talks is that a 1989 financing 
agreement, whereby the fed- 
eral government collects 
most taxes then redistrib- 
utes them to the regions, is 
up for renegotiation. But the 
talk" could lead to further 
devolution of power to the 
regions. 

This will not be easy. Rela- 
tions between communities 
have deteriorated recently, 
with a simmering dispute 
over language rights on the 
periphery of Brussels and 
regional leaders using 
increasingly nationalist rhet- 
oric. 

Alongside constitutional 
change, institutional shake- 
ups are planned. One benefi- 
cial result of the Dutroux 
escape was that it finally 
unlocked the way to the 
“Octopus" initiative, an 
eight-party agreement on 
legal reform. 

Legislation is before par- 
liament to create a single 
federal police force with a 
federal prosecutor's office 
co-ordinating nationwide 
investigations. A Supreme 
Council of Justice will 
appoint judges, ending their 
political appointment by 
local authorities. 

In an opening-of-parlia- 
mgnt address last month Mr 
Dehaene insisted the reforms 
would “respond to citizens' 
aspirations", restoring their 
battered faith in the legal 
system. 

“They will adapt to the 
needs of contemporary soci- 
ety structures which will 
guarantee good running of 
the justice system, ensure 
citizens’ legal security and 
contribute to maintaining 
safety and order," he said. 

But the fact the reforms 
came so late, and were 
prompted by such tragic 
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events, makes it difficult for 
the government to take full 
credit Mr Dehaene prefers 
to concentrate on bis eco- 
nomic record. 

The government is piloting 
Belgium safely into the 
European single currency, 
set for launch in less than 
two months. That will prove 
the most important legacy of 
the two Dehaene-led govern- 
ments since 1991 and provide 
the biggest single change 
Belgium must confront 

"The government has pur- 
sued its policies consistently 
in spite of the sometimes 
exceptional and even dra- 
matic circumstances in 
which it has bad to work,” 
says Mr Dehaene. 

The goal of joining mone- 
tary union in the first wave 
seemed barely credible in 
1991, when Belgium had a 
budget deficit more than 
twice the Maastricht treaty 
target of 3 per cent of gross 
domestic product, and crip- 
pling debt. 

But years of austerity 


THE ECONOMY by Quentin Peel 


‘Champions of public debt’ 
see remarkable tumround 

The fact that exports to trouble-hit Asia are tow has turned out to be a blessing 


Alfons Verptefitse, governor 
of the National Bank of 
Belgium. takes a 
reassuringly sanguine 
attitude to the forecast 
slowdown in the Belgian 
economy next year. 

“Say we get 2A per cent 
growth (in gross domestic 
product) in 1999,” he says. 
-It’s not bad for a country 
which for the last 50 years 
had an average growth rate 
of only 2 per cent." 

Given the sort of growth 
experienced by Belgium in 
the first half of 1998 - -L2 per 
cent in the first quarter and 
35 per cent in the second - 
he ttanks that the central 
bank’s forecast of a 2.7 per 
cent outcome for the full 
year may prove excessively 
cautious. 

As for 1999. he admits it is 
still difficult to predict, 
given the uncertainty In the 
international economic cli- 
mate. The International 
Monetary Fund is forecast- 
ing 2.6 per cent growth for 
Belgium next year, the Euro- 
pean Commission puts it a 
shade lower at 25 per cent 
and the Belgian finance min- 
ister has Just produced his 
budget based on an outcome 
of 2.4 per cent.- 

The central bank is hedg- 
ing its bets between 235 and 
«» 75 per cent Mr Verplaetse 
SJjys. but he is convinced 
that the country will 
weather the current eco- 
nomic and financial storm 
better than most He cites 
two reasons which might 
otherwise have been seen as 
weaknesses in the economy. 

"First, we are exporting 
above all to our neighbours, 
not to Asia," he sayk- 
Exports to south-east Asia 
amount to Just U per cent 
of total -Belgian exports, 
co mpa re d with 2.5 per cent 


for the European Union as a 
whole. Belgium is an 
extraordinarily open econ- 
omy. in trade terms, with 
imports and exports account- 
ing for nearly 60 per cent of 
GDP. but three-quarters of 
all its exports went to other 
EU member-states. “In the 
long run, that may be incon- 
venient. but for the time 
being, it helps." according to 
the governor. 

The same is true of the 
other factor he cites as a 
mitigating circumstance: 
that private holdings of equi- 
ties are limited - only a 
quarter of the levels in the 
US or UK - and individuals 
have therefore been pro- 
tected from the worst of the 
Stock mar ket downturn. It is 
a long-term problem, but a 
Short-term advantage. 

Indeed, it has been above 
all the maintenance of con- 
sumer confidence that has 
boosted the growth of the 
Belgian economy over the 
past year, while net exports 
have been declining and 
manufacturers have been 
hesitating to invest 

Behind that consumer con- 
fidence lies a remarkable 
turnround in the public 
finances of a country which, 
over the past two decades, 
had come to be regarded asa 
textbook case of chronic 
debt and deficit financing. 
Now, in spite of a public 
debt still running at some 
118 per cent of GDP, well 
above the Maastricht crite- 
rion. of SO per cent, Belgium 
has been accepted as one of 
the 11 founder-members of 
the euro, thanks to its suc- 
cess in reducing the absolute 
level of that debt 
^We were the champions 
of the pubHc debt ratio." Mr 
Verplaetse admits. “Now we 
are coming down every yew 


by 3 or 4 percentage points.” 
Since 1993, when the debt 
figure reached 1352 per cent 
of GDP. it has come down 
steadily, and is forecast to 
reach 115 per cent next year. 

-Jean-Jacques Viseur, who 
took over as finance minis- 
ter from the respected Phil- 
ippe Maystadt in June 1996, 
says: “We are involved In a 
drastic and irresistible 
reduction in our debt. This is 
a solid commitment which 
can resist any electoral pres- 
sures.” 

The key to the Belgian 
government's success has 
been the firing of a target of 
a 6 per cent primary surplus 
in the unnnal budget - the 
sum of all public income, 
less expenditure, before pay- 
ment of debt servicing. “We 
haven’t given in to the temp- 
tation to include the reduc- 
tion in interest rates into 
our calculations." Mr Viseur 
says. “Our target is the pri- 
mary surplus, and we must 
not deviate from that objec- 
tive." 

His 1999 budget is based 
on a primary surplus of 53 
per cent, a net financing 
requirement (deficit) of 1.3 
per cent and a reduction in 
the proportion of GDP con- 
sumed by the public sector 
from 38 to 37.7 per cent. 
Growth in public spending 
has been restricted to L3 per 
cent, against the economic 
growth forecast of 2.4 per 
cent. 

“The latest budget was 
certainly disappointing for 
the ordinary public, but the 
reactions were much more 
reasonable that one might 
have expected." Mr Viseur 
says. “I didn’t receive a sin- 
gle letter of criticism. I 
believe it is the wisdom born 
of the experience of prodigal- 
ity. Even in an election year. 


we have been able to keep 
spending very tight” 

Prodigality there certainly 
has been since the country 
was hit by the first oil price 
rise in the mid-1970s. 

“In the early 1970s we 
were about the best perform- 
ers in Europe, hut after the 
first oil shock we lost our 
senses," says Mr Verplaetse. 
“By 1981, we were the sick 
man of Europe. We hit a def- 
icit of 13.4 per cent To get 
that down to L3 per cent in 
1996 is dramatic." 

Tight spending next year 
is also a radical r>mng p from 
the past. “In an election 
year, each party wants gifts 
For its electorate," Mr Ver- 
plaetse says. “The deficit 
rose traditionally by 
between 0.5 and LO per cent 
of GDP. This time it is differ- 
ent." 

Not only has spending 
been kept under control, but 
the targetting of a 6 per cent 
primary surplus has pro- 
duced a virtuous circle: at 
average interest rates of 6 
per cent, the net financing 
requirement is automatically 
coming down by around 03 
per cent of GDP each year. 
“Barring a major economic 
accident we will be in bal- 
ance by 2002," Mr Viseur 
says. 

In spite of the achieve- 
ment so far. the finance min- 
ister still has two major pre- 
occupations: unemployment, 
and controlling social secu- 
rity spending. 

“My concern is that we 
have not managed to main- 
tain the pace of reduction of 
social spending," he admits. 
In particular, issues such as 
the length of hospitalisation 
of patients, which varies by 
a factor of four 

Continued on Page 2 


have seen the deficit fen to a 
forecast 1.3 per cent «*»<« 
year, with debt tumbling 
from 135 per cent of GDP in 
the early 1990s to 118 per 
cent this year. And. after the 
recession of the early 1990s, 
Belgium last year returned 
to healthy growth. 

Although growth forecasts 
for next year were revised 
down from an original 2 JB tp 
2.4 per cent in the govern- 
ment's budget last month 
amid the deteriorating inter- 
national outlook, that still 
puts Belgium among the 
fastest-growing EU states. 

The euro has 'also been the 


driving force behind changes 
in Belgium's business world 
- dramatic consolidation in 
its financial sector and the 
gradual erosion of its corpo- 
rate borders, with the 
carve-up of some of its most 
important companies 
between the French and 
Dutch. 

Last month's agreement to 
allow Usinor, the French 
steelmaker, to take over 
Cockerill Samhre. inheritor 
of large parts of Belgium’s 
once-mighty steel industry, 
takes to five the number of 
famous names that, thanks 
to takeoversTwill havg'disap- ' 


peared from the Bel-20 index 
of leading stocks in the past 
year. 

Tbe roll-call includes 
Society Gdnirale de Bel- 
gique, the legendary holding 
company that once con- 
trolled a third of the Belgian 
economy; General e de 
Basque, the biggest bank, 
Basque Bruxelles Lambert, 
third biggest, and Royale 
Beige, second biggest 
insurer. 

As financial groups have 
rushed to gain the size 
needed to withstand cross- 
border competition with the 
disappearance of their 


national currency, Belgium’s 
top seven banks and top 
three insurers have all been 
involved in alliances, take- 
overs or mergers. 

The transfer out of Bel- 
gium of the decision-making 
centres of some of its biggest 
companies has sparked con- 
cern, especially after several 
factory closures by foreign- 
own ed companies. 

Renault, the French car 
maker, closed an assembly 
plant at Vilvoorde. north of 
Brussels, with the loss of 
3,100 jobs last year, while 
Levi Strauss recently 
announced plans to close 
three jeans factories, cutting 
1.000 jobs. 

But some analysts say 
restructuring of Belgian 
business was long overdue. 
It involves a shift in corpo- 
rate ownership away from 
dominance by sprawling 
holding companies, which 
some say held back compa- 
nies' development, towards a 
stock exchange-based capi- 
talism. 

“The basic change this 
year is a reshuffling of own- 
ership structures," says 
Peter Praet. chief economist 
at Generate de Banque. 
“That doesn’t Just mean 
more French and Dutch and 
less Belgian, but a much 
broader change in the whole 
structure of ownership." 

And the euro will ulti- 
mately prove an opportunity 
for Belgium and an impor- 
tant stabilising force, says 
Alfons Verplaetse, the 
National B ank governor. 

Belgium, he told the FT in 
an interview, had “lost its 
senses” for a while after the 
oil price shock of the 1970s, 
running up a 13 per cent 
budget deficit by 1981. and 
becoming "Europe's cham- 
pion of public debt". 

But the battle to meet the 
Maastricht criteria had cre- 
ated a lasting climate of bud- 
getary discipline, strong 
enough to withstand any 
redrawing of the country's 
political map. 

“When you have been the 
economic sick man of 
Europe, you don't forget 
that," he said. “You might 
do it once, but you don't do 
It twice." 
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The European Union and certainly the 
European Economic Area is the biggest 
single market in the world. Direct access 
to this wealth of opportunity is one good 
reason why so many international 
companies have already set up in Belgium. 
As host country of the European Union 
and major international trade and 
governmental organizations, it is indeed 
the ideal decision centre for Pan European 
business. 

There are other reasons, of course: 
Belgium's strategic location, its political 
stability, an outstanding transport and 
communications network, whereas its 
highly skilled and motivated workforce 
has earned Belgium a proud productivity 
record. 


If your company sets up in Belgium, your 
people will quickly discover good reasons 
of their own. Like the quality of life in 
Belgium, unrivalled standards of 
accommodation and cuisine, a rich cultural 
heritage. If you want to share in the future 
of Europe, come to Belgium. There's no 
better place to start and as well its federal 
as regional authorities are at your service. 
Just contact the Belgian Embassy or 
Consulate, or 

The Belgian Ministry of Economic Affairs, 
Federal Agency for Foreign Investors, 

G. Lemanstr. 60, 1040 Brussels, Belgium. 
Phone: (32) (2) 206 58 64,. 

Fax: (32) (2) 514 03 89, 
http://ib.fgov.be 

e-mail:recobe2 @ pophosteunetbe 
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POLITICS by Dick Leonard 


JUSTICE by Emma Tucker 


Coalition is on the slide 


If the Socialists are in 


After six and a half years in 
power. Jean-Luc Dehaene's 
centre-left government of 
Christian Democrat and 
Socialist parties is in 
desperate straits. 

Despite a slight 
improvement over the past 
quarter, fewer than a 
quarter of voters expressed 
any confidence in the 
government in a recent 
opinion poll, with well over 
half giving it the 
thumbs-down. 

It has been wracked by 
resignations. Most recent 
was the departure in 
September of Louis Tobback. 
the interior minister and 
strong man of the Flemish 
socialists, after a 20-year-old 
Nigerian woman was 
suffocated by her gendarme 
escorts while resisting 
deportation. 

Mr Tobback was the 
second interior minister to 
quit in five months after 
Johan Vande Lanotte 
resigned along with Stefaan 
de Clerck. justice minister, 
in April over the brief escape 
of Belgium’s most notorious 
c rimin al. Marc Dutroux. 

In all, more than half the 
cabinet has quit over the 
past three years, several 
members leaving under a 
cloud. 

Both the francophone and 
Dutch-speaking Socialist 
parties, in particular, have 
have been badly hit by 
recurrent scandals. 

Former deputy prime 
minister Guy C-oeme 
received a suspended prison 
sentence in a corruption 
trial in 1996 and is again 
among the accused in the 
marathon trial concerning 
alleged bribery in exchange 
for defence contracts by the 
Italian Agusta and French 
Dassault companies. 

With Mr Coeme in the 
dock are former Nato 
secretary-general Willy Claes 
and former Socialist leader 
Guy Spitaels, along with 
half-a-dozen other Socialist 
functionaries. 

A fourth former Socialist 
minister. Alain Van der 
Biest, is one of the accused 
in another forthcoming trial 
for the 1991 murder of 
another former Socialist 


decline, their Christian Democrat partners are in freefall in some parts of the country 
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leader, Andrd Cools. Two 
Tunisian men were 
convicted of the shooting in 
a trial in T unis earlier this 
year, but Mr Van der Biest is 
one of a number of 
defendants accused of 
having planned the crime or 
acting as accomplices. 

It is hardly surprising that 
support for the Socialists, 
traditionally the dominant 
party in Wallonia, Belgium's 
French-speaking southern 
half, has plummeted and 
they are now equalled there 
by the right-wing Liberals. 

In Brussels, where they 
have less than half the 
Liberal support, the 
Socialists have even been 
pushed into third place by 
the Greens. 

Yet. if the Socialists are in 
decline, their Christian 
Democrat partners are in 
freefall. at least in Brussels 
and Wallonia. For long the 


central force in Belgian 
politics, uninterruptedly in 
government for more than 40 
years, they seem to be 
cracking up. 

An unwieldy alliance 
between small businessmen 
and trade unionists, their 
voters are peeling off in both 
directions. 

Businessmen are increas- 
ingly attracted by the free- 
market Liberals, and the 
trade unionists, while retain- 
ing their membership of the 
Christian trade union con- 
federation, are becoming 
used to casting their votes 
for the Socialist parties. 

An underlying factor has 
been the sharp and continu- 
ing decline in church atten- 
dance. The Christian parties 
no longer have any link with 
the Catholic church, hut 
their core voters have 
always been practising Cath- 
olics and as their numbers 


decline so do their voters. 

In an attempt to reverse 
the decline, the French- 
speaking Christian Social 
party (PSC} ditched its vet- 
eran leader, Charles-Ferd- 
inand Nothomb, in June and 
replaced him with the popu- 
lar and well-respected for- 
mer finance minister. Phil- 
ippe Maystadt. 

So far Mr Maystadt has 
failed to stop the rot. and an 
opinion poll in September 
showed the party with its 
lowest ever rating. 

In Flanders, Belgium's 
Dutch-speaking region, this 
tendency has been less 
marked, and Mr Dehaene's 
Christian People's party 
(CVP} has succeeded in 
r emainin g the largest politi- 
cal force, though its domi- 
nance is less than in the 
past. 

The moment of truth will 
come at the general election 
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13 uext year. Unless there is 
a surprising recovery, the 
government is likely to lose 

its majority, with the Liber- 
als - who for 70 years have 
always taken third place - 
emerging as the largest force 
in the next parliament. 

The likelihood of this hap- 
pening is obscured by the 
Belgian practice of oot pub- 
lishing opinion poll data on 
a national basis but present- 
ing them separately for the 

three regions. 

Although ideologically 
they are closer to the Chris- 
tian Democrats, their rela- 
tions are much better with 
the Socialists, and it is likely 
that a right-left rather than 
a right-centre government 
would be formed, as in the 
Netherlands where, how- 
ever, the Labour party is the 
senior partner. 

The elections are held on a 
fairly strict proportional 
basis, and it is far from cer- 
tain that a Liberal-Socialist 
government would command 
a parliamentary majority. 

If it failed to do so the 
Greens might hope to force 
their way into the coalition. 
A more likely possibility 
would be an ''asymmetric” | 
government, with the Chris- ■ 
tlan Democrats represented ! 
on the Flemish but not on 
the Walloon side. This might 
even permit Mr Dehaene to 
hold on to the premiership. 

If, as is more probable, a 
Liberal is chosen, who will 
be the lucky man? (No 
woman candidate is in 
sight). 

Normally, the Flemish Lib- 
erals could be expected to 
claim the prize, but their 
leader, Guy Verhofstadt, is 
highly unpopular with the 
other parties. 

So the job might go to 
Louis Michel. leader of the 
French-speaking Liberals, 
who fulfils the necessary 
condition of speaking pass- 
able Dutch, but is not other- 
wise highly rated. 

Yet a more intriguing pos- 
sibility arises. A previously 
little known Flemish Liberal 
backbencher. Marc Ver- 
wflghen. was plucked out of 
obscurity to chair the wide- 
ranging parliamentary 
inquiry into the Dutroux 
affair 

He did this with distinc- 
tion, gaining unprecedented 
television coverage in the 
process. He shot to the top of 
the popularity polls and, cru- 
cially, has good personal 
relations with all the other 
parties that might be 
included in a coalition. 

Despite his apparent lack 
of ambition, Mr Verwilgben 
could well be drafted to lead 
what will be Belgium's 37th 
government since the second 
world war. 


Restoring the faith 
is a vital objective 
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Public dissatisfaction with the police and legal system over 
a number of years eventually made reform inevitable 




By 2001. if all goes to plan, a 
radically restructured police 
ami justice system will be in 
place in Belgium. 

The size of the shake-up is 
almost entirely due to a 
series of events between 1996 
and 1938 that destroyed what 
little faith Belgians had left 
in their law enforcement and 
legal systems. 

In the summer of 1996 the 
bodies of two young girls 
and two teenagers were -dis- 
covered at a couple of loca- 
tions in southern Belgium. 
Marc Dutroux, a convicted 
rapist well known to the 
police, was charged with 
their abduction and murder. 

As the investigation 
: unfolded, a series of cata- 
strophic errors was uncov- 
ered. including the fact that 
police searching the alleged 
murderer's home, where two 
of the girls were held, made 
only a cursory search even 
though one officer heard 
children crying. They also 
failed to act on valuable tip- 
offs. 

Equally shocking, the dif- 
ferent police forces investi- 
gating the crime - the local 
police and the national gen- 
darmerie - did not share 
information. In fact, they 
worked against each other, 
each side hoping to reap the 
glory of an eventual arrest 

The result was that crucial 
links were not made at a 
time when the girls could 
still have been rescued 

Later that year similar 
bunglings were revealed fol- 
lowing the discovery of the 
body of another child mur- 
dered by a Brussels paedo- 
phile. also well known to the 
police. 

Public outrage intensified. 
After aiL the 1996 cases were 
not the first to reveal the 
inadequacies of Belgian law 
enforcement 

In the early 1960s a series 
of grotesque shootings took 
place in out-of-town super- 
markets, during which 
masked gunmen murdered 
people at random then . 
escaped in unmarked cars. 
To date no one has been 
charged in connection with 
the crimes. Rumours of a 
police cover-up abound. 

In October 1996, following 
a massive rally in Brussels 
the size of which astonished 
almost everyone, the govern- 
ment was galvanised Into 
action. Discussions on 
reform began, but what was 
eventually proposed was 
half-baked. 

Key figures cited In a par- 
liamentary inquiry as hav- 
ing failed in their duties 
refused to resign. Political 




Crying shame: A protester at the Brussels rally hi 1996 


infighting further hampered 
progress. All this, however, 
was to change. In April Mr 
Dutroux, Belgium's most 
hated and feared criminal, 
escaped from police custody 
and attempted to run to free- 
dom across the border. He 
was recaptured after just 
over three hours. 

- It transpired that only two 
police officers were guarding 
him in the courthouse where 
he. had been taken to read 
his case fila Handcuffs hart 
been removed to allow him 
to turn the pages. The gun 
which be seized From a 
police officer was not loaded. 

The shock in Belgium fol- 
lowing his escape was seis- 
mic. The justice and interior 
ministers resigned. Calls for 
a genuine reform of the sys- 
tem became deafening. 

Finally, the political par- 
ties put their differences 
behind them and Jean-Luc 
Dehaene. the prime minister, 
was able to hammer out a 
genuinely radical restructur- 
ing of the police and justice 
system. 

Now an their way through 
parliament, the reforms seek 
to end the fragmented 
nature of the existing set-up 
which proved so Inefficient 
at tackling countrywide 
crimes. They also include a 
wholesale depoliticisation of 
the justice system where 
cronyism has been exposed 
as a hindrance to the proper 
functioning of the law. 

The most significant ele- 
ment of . the reforms is the 
creation of a federal police 
force comprising the judicial 
police and parts of the gen- 
darmerie. At a local level, 
existing communal forces 
and gendarmerie brigades 
will . merge into ‘.'zonal” 
units. 

Tn addition, a single infor- 
mation base will be created 
and controlled by a panel of 
magistrates who will set con- 
ditions for access. Mean- 
while, withholding informa- 
tion, one of the key failings 
of the Dutroux investigation, 
will become a criminal 
offence. 


On the justice side, a fed- 
eral prosecutor's office will 
be created to co-ordinate 
nationwide investigations. 
The courts will be reorgan- 
ised su that instead of hav- 
ing separate courts to. deal 
with crime, trade and labour 
one court will deal with, nil 
crimes. 

The reforms will also 
tackle the political nature of 
the inagistrature. Under the 
present system all nomina- 
tions ore political, allowing 
fiefrtoms to grow up. This 
will end with the creation, of 
a new Supreme Council of 
Justice. 

Made up of +1 members to 
be elected by magistrates 
and senators, it will super 
vise the work of the judi- 
ciary and take over nomina- 
tions for magistrates. 

Nnt long alter the eight- 
party agreement on the 
reforms was agreed, another 
bolt rocked the country. 
After only six months in the 
job. and despite his critical 
role in shaping the reform 
package. Louis Tobback. 
resigned ns interior minister. 

His departure was precipi- 
tated by the death of a 
young Nigerian woman as 
she was being deported from 
the country In September. 
She was killed by one of the 
escorting gendarmes who 
restrained her by holding a 
pillow over her face. 

Among the officers accom- 
panying her was a gendarme 
who bad already been disci- 
plined for brutality against a 
deportee. , . 

Many were sorry to see Mr 
Tobback. a popular politi- 
cian, leave the government. 
However, his departure did 
at least signal a new willing- 
ness among ministers to 
accept responsibility for the 
actions of those in their 
charge. 

Such a change of behav- 
iour, together with the wide- 
reaching reforms, could yet 
mean that Belgium starts 
the next century' with a 
more honourable and trust- 
worthy justice system in 
place. 
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between hospitals, have yet 
to be tackled. "We must 
introduce a system of bench- 
marking,'' he says. 

“It will mean cutting back 
the number of hospital beds. 
Medicines are also more 
expensive than in most 
neighbouring countries, and 
there has been an explosion 
in the number and cost of 
retirement homes.” 

All these are Issues still be 
be tackled. Yet the finance 
minister does not believe 
European countries could or 
should give up the funda- 
mental generosity of their 
social security systems. 

He dismisses the prescrip- 
tions of the OECD, which 
traditionally argues that Bel- 
gium wage-bargaining and 
social security systems are 
loo inflexible for adequate 
job creation. 

Unemployment has come 
down, from 95 per cent in 
1995 to 9-2 per cent last year, 
with a further forecast 
reduction to 8.5 per cent in 
1998. and 7.7 per cent in 1999, 
according to European Com- 
mission predictions. 

Mr . Viseur targets two 


areas for greater effort: inno- 
vation, especially In the 
worst unemployment black- 
spots of Wallonia; and 
“employability", which 
sounds like a politically 
more acceptable way of 
talking about greater labour 
market flexibility - the 
OECD prescription. Mr. 
Viseur certainly admits that 
it includes greater adaptabil- 
ity of workers to job offers. 

At the National Bank, 
however, they are concerned 
that unemployment below 8 
per cent may create renewed 
wage pressures and labour 
shortages, because of the 
uneven distribution of job- 
lessness. "If we come down 
to a rate of 8 or 7 per cent, 
there could be terrible ten- 
sions in the labour market.” 
says Mr Verplaetse. “But 
that does not mean there are 
not two or three industrial 
areas where restructuring is 
only just beginning." 

He believes that the Asian 
crisis wifi also have a benefi- 
cial effect, “People are say- 
ing they want to invest in 
‘old Europe’ again. They say 
it is less brilliant than the 
Asian tigers, but at least it is 
safe.” 
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Paying the price for 
taking an early lead 

Attracting foreign (x>mpanies is seen as essential if the region 
is to transform its heavy industry into a modem economy 

At th* reception desk in 
Wallonia’s regional govern* 


ment Indicting in Namur, a 
leaflet explains the words 
and music to the region's 
recently-adopted official 
hymn. 

Like Flanders, its Dutch- 
speaking neighbour, 
FRench=-speakmg Wallonia 
is attempting to create a 
new, regional identity within 
a federal Belgium after more 
than a century as part of a 
unitary state. 

, But unlike Flanders, 
which has leapt straight 
from a largely agricultural 
economy to one increasingly 
dominated by high-tech bWI 
service industries, Wallonia 
is discovering there is a 
price to pay for having been 
the 19th-century cradle of 
Belgian industrial develop- 
ment. 

It must transform its 
heavy industry into a mod- 
ern economy, at the same 
time shouldoing sometimes 
significant conversion and 
environmental clean-up 
costs. That makes the task of 
bringing in foreign investors 
even more vital. 

Having already attracted 
some $5.?bn of foreign 
investment between 1967 and 
1997 - an impressive 

achievement for a region of 
3.3m people - Wallonia is 
stepping up its efforts. 

The Office for Foreign 
Investors, set up in 1991 and 
currently located inside the 
Namur regional government 
building, is to become a sep- 
arate company next year, 
and hopes to complement its 
one existing overseas office, 
in Tokyo, with others in 
places such as the US, South 
Korea and Taiwan. 

Some of the advantages it 
can boast for Wallonia are 
shared with the rest of Bel- 
gium: 

• A location at the geo- 
graphic centre of the EU, 
with its market of 370m 
people; 

• High productivity, sev- 
, eral percentage points 
higher than most industria- 
lised countries, including 
Japan and the US, according 
to international studies. 
Hourly labour costs are in 
the mid-range of those in 
Europe, behind Germany, 
Switzerland and Norway, 
hut ahead of the Nether- 
lands, France and Italy, 
according to Cologne’s Insti- 
tute for the German Econ- 
omy: 

• A well-educated, multi- 
lingual workforce; 

• Low office rates and good 
availability of land; 

• Good transport infra- 
structure, with the densest 
road and motorway network 
in the world; 

• proximity to Brussels, its 
large international commu- 
nity and amenities. 

But there are certain spe- 
cifics. Wallonia, says Jean- 
Micbel Matterne, director of 
the Office for Foreign Inves- 
tors. is closer geographically 
to both France and Ger- 
many. 

The Walloons have a natu- 
ral cultural and linguistic 
affinity with the French, 
while displaying the multi- 
lingual abilities that are typ- 
ically Belgian. 



Some areas are also eligi- 
ble for special ffrwnvkii aid. 
Wallonia's most populous 
province, Hainaut, has been 
designated an Objective 1 
area by the European Union, 
making It eligible for EU aid 
designed to stimulate private 
investment in production in 
underdeveloped regions. 

Where a new company cre- 
ates more than 20 Jobs, aid 
available foam the Walloon 
region win be doubled with 
the help of EU funds, subject 
to a Altogether, Hai- 

naut is set to benefit from an 
aid package of Ecul.Sbn 
between 1594 and 1999, half 
of it coming from the EU. 

The Lttge industrial basin 
and surrounding area is an 
Objective 2 region, qualify- 
ing for E&J grants to assist in 
its economic co nversi on, 

But the foreign Investment 
office agrees that one of its 
biggest tasks remains rais- 
ing awareness not just of the 
region's advantages, but of 
the region itself. - 

1 don’t think people really 
know vary well what Wal- 
lonia is," says Mr Matterne. 
’The first thing we have to 
do is to make Wallonia 
known." 

GferaW Trokart, the office’s 
communication manager, 
agrees. T7 you take a Japa- 
nese or US investor who 
wants to come to Europe, he 
will often think first of Bel- 
gium because of Its location. 
We have to make him think 
of Wallonia.' 

Ih several important sec- 
tors, however. Investors are 
already *3ii wiring first of Wal- 
lonia. One is logistics and 
distribution centres, taking 
advantage of Belgium's 
infras truc ture and location, 
and benefiting since 1994 
from a special tax regime, 
similar to that in Belgium's 
northern neighbour, the 
Netherlands. 

TNT Express Worldwide, 
the international distribu- 
tion group, chose Li&ge air- 
port as its European sorting 
hub, which opened this year. 
Israeli-based Cargo Airlines 
fttw chose LAfege as its Euro- 


pean hub. 

Another area is call cen- 
tres, exploiting the multilin- 
gual abilities of the local 
population. LTA, the French 
home shopping TV channel, 
is among recent arrivals, set- 
ting up a call centre in Char- 
leroi joining call centres for 
Hilton Reservations, Dow 
Chemical, Microsoft and 
Samsonite, a m o n g others. 

But the foreign investment 
office insists Wallonia is not 
only a place for service 
industries sods as logistics 
and call centres. It is also 
developing a high-tech man- 
ufacturing base, in fields 
such as biotechnology and 
aerospace. 

Aerospace and aeronautics 
account for some 2£00 jobs, 
and the region '•jgfrwg that 
Belgium as a whole, with 
only 3 per cent of the EU 
population, carries out 6 per 
cent of European space 
research. WaUonUfs Centre 
Spatial de li£ge is one of the 
four co-ordinated facilities of 
the European Space Agency. 

Several significant home- 
grown businesses such as 
Sabca and Sanaca are active 
in the aerospace field, and 
Walloon companies make 
many components for Air- 
bus, the European airliner 
consortium. 

Foreign investors have 
also been attracted, includ- 
ing Snecma, the French air- 
craft engine maker, and 
Pratt A Whitney, the US 
engine maker. They have 
respectively taken stakes of 
31 per cent and 19 per cent 
in Techspace Aero - for- 
merly the defence group 
Fabrique Nationals. 

Mr Matterne warns that 
Wallonia, like all regions 
which have attracted signifi- 
cant Asian investment, has 
been affected by the eco- 
nomic downturn in that con- 
tinent. But he is optimistic 
the effect will be short-Kved. 

“The dossiers coming from 
Asian countries are not com- 
pleted fa a few weeks. Some- 
times they take years," be 
says. “We will continue, cri- 
sis or no crisis." 
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FINANCIAL SECTOR by Neil Buckl ey 

Banking map is 

The wind of change was probably inevitable. Only two years ago 
Belgium had nearly three times as many banks as the 
Netherlands - which had a population half as large again 


As directors of Generate de 
Banque met on a sultry June 
night for what would be a 
bruising 14-bour meeting, 
they were playing out the 
I final act of a dramatic 
restructuring that has 
changed the face of Bel- 
gium’s financial sector. 

Gdndrale’s directors voted 
to use a tactic reminiscent of 
Wall Street, triggering a 
"poison pill" defence that 
would effectively hand vic- 
tory to Fortis, the Belgo- 
Dutch financial services 
group that was bidding to 
take control of Generale, 
over rival bidder ABN Amro 
of the Netherlands. 

The result cleared the way 
for Fortis to integrate G6n6r- 
ale's operations with those 
of ASLK-CGER, Belgium's 
fourth biggest bank, which It 
already controlled, and cre- 
ate the “Grande Banque 
Beige” that senior politicians 
had long pushed for. 

At last here was a Brus- 
sels-based banking group big 
enough to fly the national 
standard In a single-cur- 
rency Europe. 

“We have suddenly, 
almost without realising it. 
become an important bank 
in Europe.” says Maurice 
Lippens. chairman of Fortis 
AG, the Belgian arm of the 
dual-centred group. “We are 
one of the 10 or is major 
players. We are not a second 
league player." 

The takeover battle for 
G6n6rale, the biggest yet for 
a continental European 
bank, was the culmination of 
one of the most sweeping 
rounds of financial consoli- 


dation to have taken place in 
any EU country, affecting all 
Belgium's top seven banks. 

That restructuring might 
be considered to have kicked 
off in earnest the day the 
FTs Survey of Belgium was 
published a year ago, when 
ING of the Netherlands 
announced a $4.7bn takeover 
bid for Banque Bruxelles 
Lambert, Belgium’s third 
largest 

There had been earlier 
manoeuvres. In 1996. Credit 
Communal de Belgique, the 
country’s number five bank, 
had formed a dual-centred 
alliance with Credit Local de 
France called Dexia, gftniinr 
in structure to the Belgo- 
Dutch Fortis. 

In the summer of 1997, 
Bacob Bank, Belgium's num- 
ber seven, had taken over 
Paribas Banque Belgium, 
eighth biggest renaming it 
Artesia. 

But the ING hid for BBL 
Indicated that the restructur- 
ing process had at last 
reached the country’s top 
three banks. It was also a 
sign that the project long 
favoured to create the 
Grande Banque Beige, a 
merger of BBL and G6n§rale 
de Banque, was not to be. 

ING. which controlled 
more than 20 per cent of 
BBL after an abortive take- 
over bid in 1992, had refused 
to see its stake diluted in 
any BBL-G6n6rale tie-up. 
But other shareholders in a 
potentially merged BBLG£n- 
drale were not prepared to 
see ING maintain 20 per 
cent. 

Wi thin days of ING's new 


bid Baron Albert Frfere, the 
financier who controlled 
directly or indirectly about 
37 per cent of BBL - and 
who had Nocked ING's ear- 
lier bid - accepted, clearing 
the way for the deal 
Two months later Bel- 
gium's number two bank, 
and the pre-eminent institu- 
tion in Dutch-speaking Flan- 
ders, Kredietbank, unveiled 
a three-way merger with 
Cera Bank, Belgium's num- 
ber sax. and ABB, the insur- 
ance group, to create a new 
bancassurance giant called 
KBC. 

With KBC's formation, 
Belgium might el ^ j m to have 
not one but two Big Belgian 
Banks. KBC vies with Fortis 
AG to be the biggest com- 
pany on the Brussels bourse 
by market capitalisation. 
And it has already hinted at 
possible future co-operation 
with Rabobank, the Dutch 
bank, which could give it 
even greater clout in Euro- 
pean finnnre 

But, taking both Fortis AC 
and the Dutch arm Fortis 
Amev together, the group's 
absorption of GCnferale de 
Banque has transformed it 
Into one of the continent’s 
top 10 hanks and insurance 
groups with a combined 
market capitalisation similar 
to that of Deutsche Bank. 

But things did not go all 
Fortis' way. Having per- 
suaded Socfete Gfrterale de 
Belgique, the bolding com- 
pany that was biggest share- 
holder in both Fortis AG and 
Gdn&rale de Banque. that a 
link-up of the two was desir- 
able. Maurice Lippens. the 


redrawn 


Fortis AG chairman, met 
opposition from some of 
G6n6rale's directors. 

Hating persuaded ‘s Gener- 
ale's board to vote unani- 
mously for a merger with 
Fortis, Mr Lippens was then 
confronted with a surprise 
higher bid from ABN Amro. 
Victory was only assured 
after Gtufrrale de Banque's 
board triggered its “poison 
pill". 

The restructuring has not 
been confined to the banking 
sector. French insurer Axa- 
UAP moved to take full con- 
trol of its partially-owne«1 

subsidiary Royal e Beige, Bel- 
gium's second biggest 


The coming of the 
euro provided the 
catalyst for action 


insurer, ending a joint con- 
trol agreement with Mr 
Frere. It later merged Royal? 
Beige with its other subsid- 
iary. Axa Belgium, the coun- 
try's sixth biggest insurer. 
And Smap. the mutually 
owned insurer that is Bel- 
gium's third biggest, was 
partially acquired by Dexia. 

Much of the restructuring 
was probably Inevitable, and 
overdue. By 1996. Belgium 
still had almost three times 
as many banks, at Ml. for its 
10m population as the 
Netherlands did for ism. 
even though the total had 
dropped from 178 in i960. 

It had no financial institu- 
tions to compare in size with 
its northern neighbour's 
ABN Amro, ING or Rabo- 
bank. Only Generate made it 
into Europe's top IDO banks 
by assets. 


It also had more bank 
branches for each inhabitant 
and hiqher perccntaui* stall 
costs than unv of ?ts near F.f 
neighbours. 

“Sly fwling is that finan- 
cial restructuring v.jis.i proj- 
ect that was someuhai nvi;- 
due." sav» tfcriikui Djeais. 
professor uf :tra:--gx and 
im ernnt ion: A r.i a n a i:u-n i 
at Leuven Cathnla* Lniw-r- 
sity. 

“Even at Liie end of tile 
lPbds people were i.e 

needed rest ruvi urmvr. " 

The imminent launch >n 
the smvle European cur- 
rency was the i.ielor winch 
finally persu.ideu Belgtau 
banks they had :o act i<->r:n 
ins groups bie er.oueh to 
withstand incursions tut., 
their own market ami 
take advantaue ot Use 

>iun opportunities the rfl a *ap- 

pearnriiv of currency harri- 
ers \\ ill provide 

Out being bie i=> no: 
enough As much a? Bel- 
gium's unions and n-l siivc};. 
rigid labour laws pern: it. i'v 
financial rc.iiruci:ir:ng 
likely to lead la widespread 
branch closures ami ?i;va:n 
lining of personnel. 

“Nun the mergers hate 
lie consummated. YuU ha-.o 
to get all tif- benefits a’.li! 
realise all the synergies " 
says Mr Damns. 

Fortis. which is forecast- 
ing EcudT'iDi annual .-a nerr. 
benefits hv Jik»^ through 
integrating to -n* -rate .,!• 
Banque. ts adamant :h it an • 
job reductions can !»• 
achieved tlirougu » nrl\ 
retirement without i-.'inpu:- 
sort redundancies. 

But. white the mc-s\ dra- 
matic corporate halites niu\ 
be over, some uf ihe pain of 
Belgium's financial restruct- 
uring tna> be still to b.- u*!t. 
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REGIONAL POLITICS by Neil Buckley 


Old hands at being adaptable 


The task of fashioning a federal structure to fit Belgium's 
complex cultural patchwork was always going to be difficult 


Ae Luc Vau den Brande, 
minister-president of 

Dutch-speaking Flanders, 
gave a recent TV Interview 
with his dog clearly visible 
chewing on a rubber 
cockerel - symbol of 
French-speaking Wallonia - 
relations between Belgium's 
main regions seemed at a 
new low. 

Mr Van den Braude's 
officials insist the incident 
was an accident, not a 
calculated snub. But his 
words about his southern 
neighbours were hardly 
complimentary. 

Wallonia’s economy, be 
said, was a "sick man”, not 
helped by its regional 
government's “Marxist” 
economic policies. 

' The interview was seen as 
a riposte to a speech by his 
Walloon counterpart. Robert 
Coilignon, on Wallonia's 
national day. Mr Coilignon 
accused the Flemish of 
nationalism! and intolerance, 
implicitly comparing some of 
their policies to tbose of 
Jean-Marie Le Pen, the 
French nationalist. 

With both regional and 
national elections and a new 
round of constitutional 


reform talks due next 
year, regional politicians 
have sharpened their 
rhetoric. 

Partly, they need to keep 
at bay nationalist parties 
whose support is growing on 
both sides. Vlaams Blok, the 
far-right Flemish group, is 
now the second-biggest party 
in Antwerp. Belgium's 
second city. 

But. 28 years after 
Belgium began its shift to 
federalism, the process 
aimed at keeping the state 
Intact while ensuring fairer 
treatment for all its 
constituents seems to have 
unleashed centrifugal forces. 

Fashioning a federal 
structure to fit Belgium's 
complex cultural patchwork 
was always going to be 
difficult. 

Belgium does not divide 
neatly into two along 
linguistic lines. It actually 
has three linguistic groups - 
Dutch-speakers, French - 
speakers, and 60,000 German 
speakers in the east. 
Brussels, meanwhile, is an 
85 per cent francophone 
island within Dutch- 
speaking Flanders. 

The result is a unique 


system of three regions, 
overlaid by three language 
communities, each, in 
principle, with a government 
and assembly. The language 
communities - Flemish. 
Francophone and German - 
take care of education and 
culture on their territory. 
The Francophone aad 
Flemish communities share 
responsibilities in Brussels. 

The three regions - 
Flanders. Wallonia. and 
Brussels-Capital - are 
responsible for economic and 
industrial policy, town and 
country planning, and 
environmental issues. The 
Flemish language 
community and region have 
effectively merged. 

Central government 
retains responsibility for 
foreign policy, defence, 
justice, social security, 
health, and the public debt. 

Senior politicians suggest 
the country should be 
praised for finding such an 
ingenious way of balancing 
community interests. But 
the structure has not ended 
linguistic tensions. In some 
areas, they seem to be 
escalating. 

A dispute simmering in six 


communes, or municipal- 
ities, bordering Brussels has 
attracted criticism from the 
40- nation Council of Europe. 

The six. officially part of 
Flanders but with large 
French-speaking populations 
- many of whom have 
migrated outwards from 
Brussels - used to provide 
services and documents in 
French. But they cut back 
the services dramatically 

Polls suggest 
most Belgians do 
not favour a 
state break-up 


this year, on instructions 
from tbe Flemish region. 

Flemish politicians say the 
move was to prevent abuse 
of the rules ou language 
facilities, and any watering 
down of the communes' con- 
stitutional position as part of 
Flanders. But French speak- 
ers saw the language facili- 
ties as a fundamental right. 

A draft report by Dumeni 
Columberg. a Swiss member 
of the Council of Europe's 
human rights commission, 
condemned the Flemish 


move as discriminatory. The 
report was toned down by 
tbe time it was finally 
adopted by the Council - but 
not before it had caused 
uproar in Belgium. 

"Never since the creation 
of the Council of Europe [in 
1948] has a subject provoked 
such a media storm.” 
remarked Mr Columberg. 

Another row was provoked 
by a European Court ruling 
forcing Belgium into line 
with an EU directive giving 
non-Belgian EU citizens resi- 
dent in tbe country tbe right 
to vote in local elections. 
Flemish politicians argue 
that since most non-Belgians 
speak French rather than 
Dutch, they are more likely 
to vote for francophone can- 
didates. Tbe result could be 
to wipe out Dutch-speaking 
parties fn Brussels - the city 
claimed by both main com- 
munities as their capital. 

There are also economic 
tensions. High-tech Flanders 
enjoys growth about four 
times higher than that of 
Wallonia. struggling to con- 
vert its old heavy industry. 
Unemployment is failing in 
the north, and rising in the 
south. Some say these differ- 
ences in themselves require 
a more differentiated policy 
approach. 


"The Belgian economy is 
an average of two com- 
pletely different economies.'’ 
says Herman Dawns, profes- 
sor of strategy and interna- 
tional management at Leu- 
ven Catholic University, and 
former chef de cabinet of 
Eric Van Rompuy, Flemish 
economy minister. “We are 
making assumptions across 
the whole state that might 
not be relevant to the 
regions." 

Flanders also argues that 
it subsidises poorer Wal- 
lonia, particularly the social 
security system. 

That issue is likely to dom- 
inate next year's talks, 
whose purpose Is to renegoti- 
ate a 1989 financing agree- 
ment whereby central gov- 
ernment collects about 90 
per cent of total tax receipts, 
and redistributes them in 
grants to the regions and 
communities. 

Flemish parties, to varying 
degrees, want greater fiscal 
and budgetary autonomy 
for Flanders. Some also sug- 
gest the social security sys- 
tem should be broken 
up - eas in g the funding bur- 
den on Flanders, but Impos- 
ing serious st rains on Wal- 
lonia 

The minister-president of 
Brussels -Capital region. 
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Charles Picquft. has also 
indicated he will seek a bet- 
ter financial deal for the 
city, which generates 35 per 
cent of Belgian corporate 
taxes. 

Next year’s talks may gen- 
erate sound and fury. 


but commentators and polls 
suggest most Belgian still do 
not favour a break-up of the 
state. If this tri-lingual. mul- 
ticultural country has devel- 
oped a particular skill in its 
168-year history, it is how to 
be adaptable. 


AGRICULTURE by Michael Smith 

Farmers are 
beefing 
about pigs 

Every EU price review seems to reduce 
farm incomes still further 


One of Belgian farm minister 
Karel Pinxten's more thank- 
less tasks is an annual trek 
to parliament to explain why 
efforts to lift agricultural 
incomes to levels in other 
sectors have yet again failed. 

An income parity law 
passed m 1952 requires the 
attempt to be made. But it is 
nine years since farmers’ 
«i\erage earnings matched 
those of industrial workers 
and. according to latest fig- 
ures. they are now paid 17 
per cent. Mr Pinxtcn says 
that trying to reach the par- 
ity goal is frustrating, but 
says the process is worth- 
while because it concen- 
trates ministry and parlia- 
ments rj minds on the 
problems oF farmers. 

Tins year there is much to 
focus on. Belgian farmers, 
like their counterparts 
throughout Europe, are suf- 
fering from some of the low- 
est agricultural prices in 
years, and there could be 
worse to come. 

ProjKisals by the European 
Commission, the Elf's execu- 
tive. will cut guaranteed 
prices for cereals, heef and 
null; - ;uk 1 to fanners when 
markets are weak - by up to 
JO per cent rn the new mil- 
lennium as part of wide- 
ranging reform of the com- 
mon agricultural policy 
(CAP*. 

Tlie cummscsinn says the 
reform , will improve farm- 
or*" incomes because they 
mil provide direct payments 
tn farmers us compensation 
for price cuts and because 
they v.ill stimulate demand 
for aynrukur.nl products. 

ilr Pmxtcn and Belgian 
farmers disagree. Belgium's 
experience of previous CAP 
reforms is that incomes falL 
lie says, and the same could 
happen thi- time. “As the 
proposals stand now, we can- 
not accept ilit-m." 

Belgian agriculture is 
.-.mull compared with other 
EL' countries, providing 


about 1 per cent of total 
European farmland and con- 
tributing 1.16 per cent of the 
country’s gross domestic 
product. But its 68.000 farms 
employ 115,000 people, usu- 
ally in remote regions where 
other types of jobs are 
scarce. The annual farm 
trade surplus is BFrflJbn. 

Most of the trade surplus 
is provided by the livestock 
sector. Pig farmers produce 
more than twice tbe coun- 
try's requirements, export- 
ing the rest, and account for 
about a quarter of the 
BFr250bn value of all agri- 
cultural products. 

Fruit and vegetables con- 
tribute a similar amount 
while the milk sector 
accounts for 15 per cent and 
beef and arable crops about 
13 per cent each. 

In the four main sectors, 
fruit and vegetable growers 
have bounced back from 
weak prices two years ago 
but beef sales are still reel- 
ing from the 1996 BSE “mad 
cow" crisis, and arable and 
pig farmers are suffering 
badly. 

Over-production of pigs 
throughout Europe has led 
to a fall in prices obtained 
by Belgian farmers from 
about BPrTU a kilo to BFr45. 
"It is still possible to survive 
because pig fanners had two 
good years previously, but it 
is tough." says Francois 
Huyghe. economic adviser at 
Bocrenbond. the organisa- 
tion representing most farm- 
ers in the northern. Flemish- 
speaking part of the country. 

Pig fanners are also facing 
calls from the European 
Commission for action on 
the environmental damage 
caused by pig manure. 

Virtually ail the country's 
7.4m pigs are concentrated 
in the northern part of the 
country and there are fears 
that their manure increases 
nitrates in water consumed 
by people. 

Mr Huyghe says farmers 



Karel Pinxten: agriculture minister with a frustrating goal 


are determined to resist calls 
to follow the lead of the 
Netherlands and reduce the 
pig herd. "It would be a 
disaster for agribusiness," he 
says. 

Pig farmers are. however, 
relieved that they are not 
facing the kind of market 
reforms being proposed by 
the European Commission 
on beef, milk and cereals. 

Mr Pinxten says incomes 
in sectors affected by the 
last series of EU reforms in 
1992 have fallen by 5 per 
cent and he is determined to 
avoid the same happening 
again. 

Belgium's biggest problem 
is with beef, where average 
farmer incomes are about 
half of the agriculture sector 
average. BSE is partly to 
blame, but Mr Pinxten says 
the 1992 reforms penalised 
Belgium because it has a 
higher preponderance of 
large cattle yielding quality 
meat than other countries. 

The difficulties arose 
because compensation for 
price cuts was paid per head 
of cattle, a fixed amount 
whatever the size or quality. 

"It is the same this time. 
The 30 per cent price reduc- 
tion will have a much bigger 
impact on us," says Mr Pinx- 
ten. 

Rather than price cuts, he 
is pushing for measures to 
reduce the supply of beef, for 
example through payments 
to slaughter animals at 3 
young age. 

The Belgian government 
also rejects commission pro- 
posals to increase by 2 per 
cent the amount of milk quo- 
tas and cut prices by 15 per 
cent. It is even more opposed 
to a plan by the UK. Sweden. 
Denmark and Italy to move 
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towards abolishing quotas in 
2006. 

“I prefer the status quo on 
milk," says Mr Pinxten. “It 
has produced stable prices, 
we remain important players 
on the world market, and 
CAP spending on milk has 
gone down." 

Nor does Belgium show 
much enthusiasm for 20 per 
cent cuts in cereal prices, 
although It may be more 
flexible on this because of 
the relatively high incomes 
of Belgian cereals fanners. 
As in all sectors affected by 
reform. Belgium will push 
for what it considers to be 
full compensation for any 
price cuts agreed. 

The problem for Mr Pinx- 
ten is that Belgium has only 
five of tbe 87 votes in the 
European Council of Minis- 
ters. The big decisions will 
be made by the big coun- 
tries. 

But it is Karel Pinxten 
who will have to go to the 
Belgian parliament to face 
the music if the reforms turn 
out badly for the country’s 
farmers. 


TECHNOLOGY by Emma Tucker 


Another silicon valley 

Flanders Language Valley aims to be a leader in the development of speech products 


e 


The future site of the 
Flanders Language Valley is 
much like any other muddy 
building plot except for the 
fact that construction work- 
ers recently uncovered two 
rusting explosives. 

The discoveries were not 
altogether surprising. The 
new buildings are located on 
a world war one battlefield. 
A small Irish military ceme- 
tery is visible just outside 
the grounds. 

Eighty years since the end 
of the 1914-18 conflict, the & 
acre site outside the Flemish 
town of leper - or Ypres - Is 
being prepared to house 
what its creators have 
dubbed as Europe's answer 
to Silicon Valley. 

The Flanders Language 
Valley aims to bring 
together entrepreneurs at 
the cutting edge or speech 
and language technology- 
based products. 

Its centre piece is Lera- 
hout & Hauspie Speech Prod- 
ucts. a Belgian company 
founded II years ago which 
specialises in core technolo- 
gies - automatic speech rec- 
ognition. text-to-speech, text- 
to-text and digital speech 
compression. 

These are licensed to some 
of the world's leading IT 
companies including Micro- 
soft, Motorola. Ericsson and 
Deutsche Telekom. 

The founders, eager to 
exploit the cross-fertilisation 
between themselves and the 
companies with which they 
had links, formed the idea of 
the FLV. Together with a 
venture capital fund and a 
support foundation, the idea 
was to create a “unique 


breeding ground" for the 
development and commer- 
cialisation of speech and lan- 
guage technology-based 
products. 

The FLV fund is the first 
venture capital fund in the 
world to focus exclusively on 
applications in speech and 
language technology. Its 
advantage, for both inves- 
tors and the investing com- 
panies, is the expertise and 
contacts of those in charge. 

Philip Vermeulen. chief 
executive of the fund, says: 
“We don't rely on outsiders 
to tell us about the market. 
We know the market We are 
tbe market" 

Since December, 1995. it 
has made 19 investments 
worth $43.5m and has 
attracted high profile inves- 
tors including Microsoft, 
which has taken a small 
stake. Earlier this year it 
was successfully floated on 
the Easdaq. 

At the moment the lion's 
share or the fund’s invest- 
ments are in US companies, 
with two Israeli companies 
also taking a sizeable propor- 
tion. The fund’s managers 
hope to increase the Euro- 
pean share in time. 

Recent investments 
include $3m in Via. a US 
company developing “wear- 
able" computers, such as 
belts that incorporate a com- 
puter with which the human 
voice is tbe only interface. 
This for example, could be 
used by someone carrying 
out quality control on cars 
at the end erf 1 a production 
line. 

The other core element of 
the FLV is its foundation; a 


comprehensive support sys- 
tem whose services are free 
for companies which settle 
in the valley. It includes 
intensive training pro- 
grammes designed to meet 
the shortage of IT workers in 
Europe head-on. 

"By doing this we can feed 
the pipeline ourselves," says 
Bart Verhaeghe, president of 
the foundation. 

It also organises infra- 
structure at the FLV site, 
such as shops, banks and a 
day care centre for children. 
Its central structure should 
be finished by September 
next year, although many 
companies will have moved 
in before then. 

The foundation has also 
been busy developing a test 
bed for its products, provid- 
ing local families with set 
top boxes for their televi- 
sions through which they 
will be able to try out new 
services such as virtual 
banking and shopping. 

The foundation, which is 
entirely separate from the 
fund, is financed by Lern- 
hout & Hauspie plus the rev- 
enues generated from rent 
and some of the educational 
activities. 

Another critical feature of 
the FLV is its location, Flan- 
ders. The region is an obvi- 
ous choice as not only is it 
within easy reach of 
Europe’s most powerful mar- 
kets, it Is also home to 
unusually high numbers of 
educated, multilingual 
people. 

“It is a unique combina- 
tion - highly trained engi- 
neers who can also speak 
several languages." says Jos 


Vemiest, PR manager for 
the FLV. 

So far the valley, in the 
last throes of construction, 
has attracted 15 high-tech 
companies, with another 100 
expected to join. 

Among the more futuristic 
inventions being worked on 
by the valley’s companies is 
a system of talking e-mail, or 
E arm ail. The technology, 
developed by Voxtron Flan- 
ders, allows users to access 
e-mail messages by calling a 
computer by phone. 

Group SyVox. another, _■ 
FLV company, specialises inL 
the development of 
high-speed speech recogni- 
tion applications that work 
accurately in adverse envi- 
ronments such as very noisy 
factories. 

In many ways the FLV is 
typical of high-tech, industry 
specific “valleys" cropping 
up all over Flanders. The 
region also hosts a biotech 
valley, a graphics valley and 
a multimedia valley, all hop- 
ing to exploit the highly 
trained workforce and cen- 
tral location- 

“We will have to build 
more rivers soon." says Mr 
Vemiest. 

But there is something 
very specific about the FLV / 
which sets It apart from the ’ 
others. This Is partly the 
presence of Lernhout & 
Hauspie and the very 
focused expertise it provides, 
but also the existence of tbe 
bind and the foundation. 

Belgian weather aside, the 
FLV appears to have aD the 
ingredients necessary to 
become Europe's answer to 
Silicon Valley. 


BIOTECHNOLOGY by Patrick Reynolds 


Brewing up a head of investment 

With a strong research base, Belgium is fast becoming an important European base for the sector 
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Belgium bas long been famous for 
distinctive brewing - with at least 
500 different beers available. 

It is knowledge that is 
increasingly proving valuable to 
more than beer drinkers and is 
giving Belgians a headstart in a key 
industry for the future 
biotechnology. 

Belgium is fast becoming an 
important European base for the 
biotechnology industry, with some 
of the world’s biggest companies 
locating research, manufacturing 
and distribution facilities there. 

Between 1996 and 1997 revenues 
from the biotech sector rose by 24 
per cent - to reach BFr58.8bn - 
while spending on research and 
development, an essential 
component for biotech ventures, 
increased by 43 per cent to 
BFr8.62lbn 

Walter van Sraissen, director of 
government affairs at SmithKline 
Beecham Biologicals, the single 
biggest biolech company in Belgium, 
says the country’s advantage steins 
from its strong technical research 
base. 

The ancient tradition of brewing 
gave Belgium expertise in 
microbiology, whicb was built on by 
the country’s pioneers in the 
speciality chemicals and 
pharmaceuticals business- Strong 
research facilities at the uni ver s i t i es 
of Gent and Liege have acted as 
"breeding centres" for technical 
expertise. 

They provide access to a skilled 


workforce. A new study* on tbe 
Belgian biotech sector, produced by 
the Belgian Bioindustries 
Association, shows that SmithKline 
Beecham Biologicals dominates the 
biotech scene in Belgium, 
accounting for 47 per cent of tbe 
total revenue of the sector. 

SB's success is due mainly to sales 
of Its Hepatitis B vaccine which was 
developed in collaboration with the 
Free University of Brussels fULB). 
The company’s history illustrates a 
pattern in the Belgian biotech 
industry. SB Biologicals started life 
as Recherches Industries 
Therapeutiques (RIT). one of the 
world's biggest manufacturers of 
vaccines for such diseases as polio 
and influenza. 

Taken over by SmithKline 
Beecham in 1989, the company now 
employs more than 2,000 people at 
Its Rixensart site south of Brussels. 
The company has allocated nearly 
BFrSbn for future research projects 
to ensure that the flow of new 
successful products continues. 

One of its oew products, a recom- 
binant vaccine against Lyme dis- 
ease, has recently been recom- 
mended for approval by the US's 
drug licensing authority, the Food 
and Drug Administration (FDA). 

Plant Genetics Systems is another 
example where initial academic 
research bas been spun off into a 
specialist company then bought up 
by an acquisitive big company. PGS 
was set up in 1982 to market prod- 
ucts based an tbe work of a team at 


the University of Ghent 

The company specialises in plant 
biotechnology to produce higher 
yielding seeds which are then sold at 
a premium price to formers. PGS has 
now used recombinant technology to 
produce plant varieties which are 
insect resistant and tolerant to the 
Liberty herbicide. 

It was bought up by German agri- 
chemical giant AgrEvo in 1996 for 
BFrlBBbn. One Belgian success to 
escape the clutches of aqulsitive 
multinationals is Ghent-based Inno- 
genetics. Founded in 1985, it has 
built on its specialisation in diagnos- 
tic and therapeutic products to 
become Europe's largest biotech 
company in terms of market capital- 
isation with a book value of $L5bn. 

But it is not just the quality of 
research institutions which gives 
Belgium an advantage in the com- 
petitive field of biotechnology. Bel- 
gium's layers of government offer 
attractive incentives to companies 
investing and starting new ventures. 

Inducements include interest rate 
subsidies on loans and or cash 
grants. Tax benefits enable a com- 
pany to deduct a percentage of its 
investment from Its taxable revenue. 

For R&D and energy -saving invest- 
ment, this can amount to 13.5 per 
cent of investment Regional author- 
ities offer financial incentives to 
small-to-medium sized enterprises, 
including interest rate reductions on 
loans, exemption from withholding 
tax, capital grants for investments, 
and subsidies for industrial research. 


In Flanders, the northern. Dutch- 
speaking part of Belgium, offers 
grants worth up to BFr200m per 
project. In the Brussels-Capital 
Region subsidies for industrial 
research usually cover 50 per cent of 
the costs and can mak e up as much 
as 80 per cent for small independent 
companies. 

The Wallonia region, in the south 
where Belgium’s 4m French-speak- 
ers live, provides interest free loans 
to cover 50 to 80 per cent of research 
costs. It also offer specific loan* to 
help finance patents and other 
essential licences provided that pro- 
jects lead to long-term activity in tbe 
economically weaker Wallonia 
region. 

Wallonia has also recently set up a 
special fond to aid the commercial 
exploitation of research projects. So 
far, Wallonia's research office bas 
provided BFrlbn for the ftmd. 

Despite the image Flanders has as 
the home of high-tech, high-margin 
industries, the Wallon region has the 
largest share of biotech businesses. 
In 1997, 71 per cent of the country’s 
revenues from biotech were gener- 
ated by companies in Wallonia while 
70 per cent of the biotech jobs were 
based in the French-Speaking part 

However. Belgium's biggest bio- 
tech company. SB Biologicals, which 
accounts for 47 per cent of overall 
revenues, is based in the 
south 

* Biotech in Belgium - Innovation 
and Growth ; Belgian Bioindustries 
Association. Tel +82 2 646 0564. 
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profile 

COCKERILL SAMBRE 


Marriage crosses borders 


Once it would have been unthinkable, but 
‘the-tlme has come to pass the baton’ on 
part of the nation's industrial soul 


A new European steel giant 

Sted production (tonnes nff Vftrtforra'fOOQ) Tumwer (BRMtafl 

16 . . 50 ^ 500 


A statue of John Cockerill 
still stands on the Race du 
Luxembourg in Brussels, 
commemorating him as the 
“Father of the Workers". 

But the steelmaker that 
bears the 19th century 
British engineer's name, 
Cockerill Sambre, is 
preparing for a new future 
as part of Europe's biggest 
steel group - and under 
French ownership. 

The marriage of Usinor of 
France and Cockerifl Sambre 
was finally celebrated last 
month and will create one of 
the world's top three 
steelmakers with annual 
production of 21m tonnes of 
raw steel. 

But it also marks the 
passage of another of 
Belgium's oldest businesses, 
and the industrial soul 
of the once-mighty Walloon 
region, into French hands. 

Its loss to Belgium would 
once have seemed as 
unthinkable as that of 
Soctet6 Generate de 
Belgique, the powerful 
holding company ohce 
reckoned to account for 
one-third of the national 
economy, which also came 
under 100 per cent French 
ownership this year. 

The group assumed Its 
present form in 1981 when 
the Belgian government 
consolidated Wallonia's two 
lossmaking steel 
concentrations. Cockerill of 
Li&ge, founded by John 
Cockerill in 1817, and the 
“Triangle" group of Charleroi 
companies led by 
Hainaut-Sambre. 

Its constituent parts had 
employed 50,000 people in 
the 1950s. and even In the 
1980s it employed 25,000 
and was estimated to 
support directly or indirectly 
about 100,000 
manufacturing jobs, 10 
per cent of Wallonia's 
manufacturing workforce. 

Cockerill has since been 
slimmed down and returned 
to viability in an often painful 
15-year recovery programme 
led by Jean Gandois, French 
former head of 
Rhon e-Poulenc. 

But by last year it was 
clear that the Walloon 
region, which inherited a 
78.77 per cent stake in the 
company when the Belgian 
state was fed era Used, could 
not provide the Investment 
needed to equip it for the 
next century. The only 
solution seemed to be 


privatisation. 

Usinor. the French steel 
group, is committed to 
provide the money needed. 

It is buying 53.77 per cent of 
Cockerill from Wai Ionia for 
BFr26bn, valuing the whole 
group at just under BFrSObn. 

Subject to the deal being 
approved by the European 
Commission, and to 
Cockerill acquiring the 40 
per cent it does not already 
own of Eko Stahl, the 
eastern German steelmaker 
of which it took control in 
1995, Usinor will then launch 
a public offer for the 21 .23 
per cent of Cockerill quoted 
on the Brussels bourse. 

The Walloon region will 
retain a 25 per cent blocking 
minority, subject to a series 
of call and put options after 
seven years, with the price 
determined by reference to a 
basket of steel company 
shares. 

For five years Usinor will 
make strategic decisions 
affecting the group in 
consultation with the region. 

The French steelmaker is 
committed to completing 
Cockerill Sambre's existing 
Horizon 2000 restructuring 
plan, which will reduce 
employment in Belgium from 

10.000 to about 7,770. 
investing BFr11.6bn on top 
of the BFr20bn foreseen 
under the plan. Its workforce 
redeployment unit Sodte, is 
also committed to creating 

4.000 non-steel jobs in 
Walton I a. 

Robert Collignon, Walloon 
minister-president, declares 
himself pleased with th& 
deal. 

“It is -the right moment for 
us to pass the baton," ha 
says. “We don't have the 
vocation to be industrial 
managers.” 

Francis Mer, Usinor 
chairman, says the two 
groups are "very 
complementary” and as a 
combined entity will be • ‘ 
better equipped to face the 
cyclical downturns of the 
world steel industry. 

There are important 
synergies to be realised. 
Cockerill will be integrated 
into Usinor's main flat 
carbon steel division, Sollac. 

Its steel making activities at 
Liege and Charleroi will 
significantly boost Usinor's 
existing strong position 
in the automobile, packaging 
and appliances sectors, and 
Cockerill will add its own 
particular stength in building 
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and distribition. 

Liege will also supply 
semi-finished products to 
Usinor's rolling mill at 
Florenge, Lorraine - at 
present supplied by the 
French group's foundry at 
Fos, 800km away near 
Marseille. Fos will be free to 
concentrate its production 
on southern European 
markets. 

CockerilPs flat stainless 
steel operations will be 
grouped together with 
Usinor’s Isbergues factory in 
northern France, and 
Fabdque de Fer de Charleroi 
(Fafer), acquired by Usinor a 
year ago. 

Mr Mer has pledged to 
develop Cariam, CockerilPs 
hot-roiiing facility in 
Charleroi, into the best in 
Europe in terms of quality 
and cost 

And in Eko Stahl, 
beneficiary of DM1.3bn 
investment in toe past three 
years, the group will have 
one of the most modem 
steelworks in the emerging 
eastern European markets. 

But not everyone is 
entirely happy. While he 
expressed optimism over toe 
group’s future with Usinor, 
Mr Gandois told a steel 
industry conference last 
month that toe Walloon 
region could have extracted 
up to BFrtSbn more for 
Cockerill if it had not dallied 
over the privatisation 
process so long. 

After the process began in 


March, groups including 
British Steel, Hoogovens of 
toe Netherlands and Arbed 
of Luxembourg, showed 
interest But by the time toe 
short list of bidders was 
published in July only Usinor 
and Germany's Thyssen 
Krupp Stahl remained. 

Thyssen Krupp twice 
asked for toe offer period to 
be extended, only to pull out 
days before the final 
deadline of September 21 . 
That left WaJlonia in toe 
weak position of having only 
one bidder and a Cockerill 
share price that had 
dropped from BFr214 to 
BFr152 In three months as 
world stock markets 
slumped and the outlook for 
steel deteriorated. 

Mr Gandois also 
complained that his team 
had been excluded from the 
negotiating process with 
Usinor, which was handled 
entirely by toe. regional 
government 

As toe Belgian press and 
analysts complained that 
Cockerill had been "sold 
cheap", Mr Collignon was 
left insisting that what was 
most important was not the 
price but the employment 
guarantees he had won. 

The financial gains for 
WaJlonia may be less than 
had been hoped, but at least 
Mr CockeriU's name will live 
on for some time yet 

Neil Buckley 


t Guide for visitors 


General information 

Tune: GMT +1 hr (GMT +2 
hrs from late Mar to late 
Sep) 

Climate: Temperate, with 
warm weather from 
May-Sep. Summer 
temperature averages 
around 18 Q C, writer around 
1TC. Hottest month July: 
coldest January. Rain 
throughout the year, wettest 
months Oct-Nov. 

Entry requirements 

Visas: Not required by 
nationals of the US, Japan 
and most western European 
countries for period of up to 
three months. 

Currency: No restrictions on 
foreign or local currency 
movements. 

Customs: Personal effects 
and goods (up to the value 
of BFr25.000 for 
non-European residents and 
Brf7,500 for European 
residents) duty free. 

Air access 

Frequent first-class and 
economy flights linking 
Brussels with over 90 
international cities. 

National airline: Sabena 
Belgian World Airlines. 
International airports 
Brussels (BRU), 13 km 
north-east of city centre; 
Antwerp (ANR), 3 km from 
city; Ostend (OST); Uege 
(LGG), 8 km from city. 

Surface access 

Good road and rail access 
with the main centres of the 
Netherlands. France, 
Germany and Luxembourg. 
Also daily crossings • 
by boat or jetfoil from 
Ostend or Zeebrugge to UK. 

Main ports: 

Antwerp. Ghent. Zeebrugge, 
Ostend, Brussels. 

Uege. 



Away from the bustle in Brussels, a quiet spot to paint 


Hotels 

Advisable to book hotel or 
pension in advance either 
direct or through Belgium 
Tourist Reservations. All 
tariffs must be displayed by 
law. Service charge usually 
included. Tipping 10 par 
cent Major credit cards 
accepted. 

Car hire 

Available at airports and in 
most main towns. Speed 
limits: urban roads 60 kph, 
main roads 90 kph. 
Maximum speed on 
motorways 120 kph, 
minimum speed 70 kph. 
Drive on the right Wearing 
of seat belts compulsory. 
Usually prohibited for 
children under 12 to sit In 
front seats.' • 

City transport 

A 24-hour tourist ticket valid 
on all Brussels subway, tram 
and bus lines is on sale at 
the Information and Tourist 
Welcome Office, 63 rue du 
Marche-aux-Herbes, 1 


Grasmarkt, and at the 
Tourist Information Bureau 
located in toe City Han 
(Hotel de Ville), Grand-Race, 
Grohe Markt 
Taxis: Readily available. 
Standardised fare system, 
which includes service 
charge. Chauffeur-driven 
cars cheaper on long 
runs. 

Buses: Regular flat-fare tram 
and bus service. 

Metro: Networks in Brussels 
and Antwerp. Societe des 
Transports Intercommunaud 
Bruxellois (tel: 515-2000). 
Ralt Special airport shuttle 
service operates from 
Brussels Central Station and 
North Station. Train (first and 
second class) departs every 
hour. 

Road: Extensive road 
network. Toll-free motorways 
serve all maun towns with 
the exception of those in the 
Ardennes. Comprehensive 
coach service, particularly to 
rural areas, operated by 
Societe NationaJe des 
C hem ins de Fer Beiges 
(SNCB) and Societe 
NationaJe des Chemins de 
Fer Vidnaux (SNCV). 


RaB: Belgium is said to have 
densest railway network in 
world. Service operated by 
Societe Nationale des 
Chemins de Fer Beiges 
(SNCB). First- and 
second-class service serves 
all main towns. Combined 
tickets allowing for 
stop-overs in main towns 
offer best v alue. Express 
trains (TEE) ensure rapid 
' connections with all French. 
Dutch and German cities. 
Over half railway electrified. 
Water: Over 1,500 km inland 
waterways, 50 km per 
1,000 sq km. Service 
operated by Administration 
des Votes Hydrautiques. 
Inland canals connect with 
major French, Dutch and 
German ports. 

Working hours 

Business: (Mon-Fri) 
0830-1630. 

Gover nm e n t (Mon-Fri) 
0900-1700. 

Banking: (Mon-Fri) 
0900-1200 arid 1400-1600. 
Shops: "mere are large 
variations in opening hours 
typically 0900-1900. 


CHOCOLATEJNOUSJRy by Rachel Johnson 

Newcomers 
seek a 
soft centre 

Taste wars break out among some family 
concerns in the hand-made luxury market 


For Belgians, chocolate is as 
essential and delectable a 
part of daily life as beer 
brewed by Trappist monks, 
fresh croissants and frites 
smeared with mayonnaise. 

In a country where eating 
well is a matter of national 
honour. Belgians come 
second only to the Germans 
in their consumption of 
chocolate. On average they 
manage to put away a 
hearty S.4 kilos of the stuff 
each year - against a 
European-wide average of a 
mere 5.4 kilos. 

Consumption has 
remained stable, up just 2 
per cent over the past six 
years to sales worth 
BFr57bn, but two trends are 
discernible: 

• Chocolate-making is 
changing fastest at the top 
end of the market, where 
competition is hotting up 
among smaller producers of 
exclusive hand-made 
pralines and luxury 
chocolate bars; 

• Producers have an 
increasing appetite to export 
the unique pleasures of the 
Belgian chocolate as 
national consumption hits a 
plateau. 

Market leader in quality 
pralines (representing a 
quarter - or 21.200 tonnes - 
of the total market) is 
Neuhaus. founded in 1957, 
with its trademark green 
and yellow boxes, called 
baUoiins. It exports to 36 
countries and has 2,000 
outlets, with its main 
competitors being Godiva 
and Come Royal Neuhaus, 
which has a market 
capitalisation of some 
BFr2bn, realises more than 
80 per cent of its turnover In 
Benelux, France and 
Germany. 

Chocolate wars, though, 
are breaking out among the 
small producers - family- 
owned businesses making 


each chocolate by hand. 
These must be eaten within 
two weeks - no challenge at 
all in chocoholic Belgium. 

The Grand Sablon. a dia- 
mond-shaped square in the 
heart of Brussels' antiques 
district, attracts both locals 
and tourists in their droves. 
Almost one entire side of the 
ancient square is occupied 
by the pink and white 
awnings of Wittamer, 
founded in 1910. with its 
three shops selling patis- 
serie, ice cream, chocolates 
and other goodies. 

Until a year ago, Wittamer 
held sway in the Grand 
Sablon, and people flocked to 
buy its hand-made choco- 
lates. eclairs, mousses, jel- 
lied fruits and marzipan 
under the eagle eye of Henri- 
Gustave Wittamer, manag- 
ing director, and his daugh- 
ter Myriam. 

But then competition 
arrived, in the shape of 
Pierre Marcolini. a world- 
champion patissier who 
cheekily decided to turn his 
hand to chocolate. Now the 
two businesses are head to 
bead as clientele loyal for 
many years to the cream- 
filled pralines of Wittamer 
are crossing the road to 
drool at the delicate confec- 
tions in the shop-window at 
Pierre Marcolini 

“We are offering a differ- 
ent product” explains Nico 
Marcolini, 45-year-old wife of 
the founder. "We use up to 
85 per cent cocoa solids in all 
our products, and we are 
offering the consumer a dif- 
ferent range of tastes - ligh- 
ter. more delicate. 

However, the qualities 
that are seducing new con- 
sumers - freshness, the 
quality of the raw ingredi- 
ents and the high level of 
pure cocoa solids - are the 
very ones which guarantee 
the product's market 
remains largely Belgian. 



Belgians have a hearty appetite for chocolate 


According to the latest 
trade figures from Chopra- 
bisco. the trade association, 
the overall rise in chocolate 
exports between 1992 and 
1997 was a healthy 29 per 
cent, while the rise in the 
export of pralines was 6.5 
per cent Belgian chocolate 
is not all about pralines; 
there is also a large market 
in filled tablets and bars. 
Here the undoubted Belgian 


market leader, with So per 
cent, is Cote D*Or - now 
owned by Philip Morris. 

So the heart or the Belgian 
chocolate industry is now 
owned by Americans. It 
seems difficult to imagine 
Gustav Henri Wittamer, or 
Pierre Marcolini for that 
matter, ever agreeing to sell 
their exquisite boutiques 
and ateliers to anyone, what- 
ever the price. 


Wallonia : the most 



Our IT networks enable our software companies to be more creative. 
The densiest network of coaxial cable and optical fibers , used for cable TV % 
IP technology and other high-speed data transmission 
in the heart of Europe is in Wallonia. In addition to this , central location * 
skilled workforce, interesting R&D and incentives programs 
really make Wallonia the region your IT partner in Europe. 

"(Aecordmeu a survey mode by 

tic French Naamd Geogmpbka} format, 

the geographical center of Europe is in WaUrnia) 



MINISTRY OF WALLONIA REGION 
(Belgium) 

Investing : OJJ. 

TeL: 32-81-33 37 93 
Fax: 32-81-30 64 00 
E- Mail : groupe.oft@mrw.wallonie.be 


AGENCE WALLONNE 
A L’EXPORTATION 
Avenue des Arts 13-14 
B-l 210 Bruxelles ■ BELGIQUE 
Tel: 32-2 21JJ5.il 
Fax: 32-2 211 J5.70 
E-Mail : bib.awex@rw.be 
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AG 1824, INCORPORATED IN 1824 


NOW MEESPIERSON, INCORPORATED 
IN 1720 


are Fortis’ roots? 


The companies in the Fortis group are Netherlands thanks to the merger between 


From this solid base, Fortis* 58,000 


renowned for their strength in the financial the insurer AMEV and VSB Bank. 


world and society at large. Some have 


more than a hundred years* experience. 


the insurer AMEV and VSB Bank. staff are working hard on growing further 

Since its creation, Fortis has built up and improving their services. It is a team 
a unique organization that has grown in made up of strong players that share their 


Fortis itself was created in 1990 by every respect. MeesPiersoh and ASLK- know-how and experience and make 

the combination of the Belgian insurer AG CGER joined Fortis. And recently the ranks optimum use of each other’s strengths, 

and the Dutch bancassurance group were strengthened by the arrival of A group that has proven that it can respond 

AMEV/VSB. It was the first cross-border Generate de Banque, the oldest and largest promptly to developments in the market 

alliance in the financial world. bank in Belgium. The new combinationwrth Wherever you see the Fortis name, 

But the two parties were already well- Generate de Banque makes Fortis one of you will find solid partners working on 

known for their distinctive entrepreneurial the largest integrated financial * B flexible solutions. 


spirit and innovative methods. 


service providers in the Benelux. 


^■is «• 


We owe it to our roots and 


In the last century, AG 1824 was the A springboard for further growth reputation. Fortis: another way 

first life insurer in Belgium. AMEV/VSB in Europe, the United States of FORTIS of taking about insurance, 
was the first bancassurance group in the _ America and Asia. -■ sdw partners, flexible solutions banking and investment 


Members of the Fortis group in the Benelux include AG, AMEV, ASLK-CGER, Fortis Investments, G6n6rale de Banque, Credit a r Industrie, MeesPierson and VSB Bank. 
For more information on Fortis, telephone in Belgium 32 (0)2 220 84 53 or in the Netherlands 31 (0)30 257 57 77. Or visit our Internet site at www.fortis.com 


This advertisement is issued by Fortis and approved by MeesPierson Securities (UK) Limited which- is regulated by the Securities and Futures Authority in the conduct of investments business in the UK 
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HU ministers lock horns over beef 

More than a year Into the great debate on 
European agriculture, farm ministers have found 
little on which to unite, but on one aspect of the 
proposed reforms there is unanimity. Everyone 
agrees the beef market is heading towards cri- 
sis and that, without reform, there will be a 
growing mountain of the meat While European 
Union ministers agree on the diagnosis, agree- 
ing on a cure is a different matter. Page 30 
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national investors. But 
at the first hint of trouble they take flight and 
Austrian shares take a battering. Page 40 

Parcels business crosses borders 

A Joint venture between Securicor, the UK secu- 
rity and parcel delivery company, and Deutsche 
Post, the German state-owned post service, 
marks the start of consolidation across Euro- 
pean borders in the industry. As the barriers 
between European markets come down, cross- 
border traffic is growing fast and customers are 
expecting parcels to be delivered as quickly 
across borders as within them. Page 25 

Redchips keep flying higher in HK 

Their parents are riddled with debt and credit is 
tight Yet share prices of the redchips, or main- 
land- backed Hong Kong companies, are rising 
and their numbers growing. Many investors 
believe the Hong Kong government will not 
allow redchips, which report to a mix of Chi- 
nese provincial governments or directly to min- 
istries in the central government to fall because 
of their big debts to local banks. Page 21 

Oil prices rise on Iraq-UN stand-off 

Crude oil prices were given a boost by the con- 
frontation between Iraq and the United Nations. 
The price of Brent Blend for December delivery 
rose 16 cents a barrel to $13.38 in late trading 
in London. Page 30 

Strong yen and banks lift Nikkei 

A deal between Fuji and Dai-lchi Kangyo banks 
to forge closer links and another good day for 
the yen lifted Tokyo in quiet trading before a 
holiday today. The Nikkei 225 Average ended 
388.24 or 2.9 per cent better at 13,952.75, its 
highest dose for more than a week. Page 40 

Jamaica renationalises sugar mills 

The Jamaican government has retaken control 
of the island's three largest sugar mills, which 
were privatised four years ago. Page 30 
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r slides into third-quarter loss 


By Tony Barber in Frankfort 


The string of poor results from 
German h anks lengthened yes- 
terday when Dresdner Rank; 
reported a third-quarter oper- 
ating loss of DM5&6m (J34Jm), 
the first German bank to foil 
into the red because of recent 
upheaval in emerging market* 
However. Germany’s third 
largest bank cheered investors 
by stating that it had 
accounted for all known risks 
in its credit business and that 
it believed the worst effects of 
the turbulence, at least in 
Latin America and much of 
Asia, were behind it 


Investors take heart as German bank says it believes the worst is over 


Shares in Dresdner rose 2 
per cent to close at DM65.90. 

“Latin America is not 
regarded as a problem, M the 
bank said. “In Asia, South 
Korea and Thailand are com- 
ing out of the worst, and 
there's not much of a currency 
transfer risk there. 

“Indonesia is different, but 
even there it is going a bit 
better. Russia is still the most 
critical thing." 

Dresdner declined to forecast 
its fourth-quarter earnings, 
but it expected to be able to 


pay an unchanged dividend of 
DM1.55 for 1998 and to 
strengthen reserves from net 

profits. 

Analysts said Dresdner was 
likely to report a healthy 
result because it bad booked 
all its risks into its third- 
quarter results. 

“We have tried to put every- 
thing in our books now in 
order to clean up as Tast as 
possible,” Dresdner said. 

The bank bad written down 
DM240m on its investment in 
Long-Term Capital Manage- 


ment, the damaged hedge 
fund, and increased its risk 
provisions for Russia as well 

as writing off DMioom on its 
holdings of Russian treasury 
bills. 

Similar problems caused 
Deutsche Bank. Germany's 
biggest, to announce Iasi week 
a third-quarter operating profit 
of only DMTOm. HypoVereins- 
bank. the second largest, 
meanwhile surprised with a 
DM3.5bn provision for overval- 
ued real estate projects, 
mainly in eastern Germany. 


Dresdners third-quarter loss 
compares with a DM631. 5m 
profit in the same period cif 

1997. Profits from the bank's 
trading on its own account 
shrank to DM4.3m from 
DM231 i»m. 

German and non-German 
bankers agreed that the cen- 
tral problem facing the 
nation's main commercial 
banks was their inability tn 
generate sufficient domestic 
growth. 

State banks and other public 
sector institutions dominate 


German banking in terms of 
assets, deposits anti branches, 
so the big commercial It inks 
had sometimes ventured ;mo 
areas such as hed^e fund 
investment without lull' app- 
reciating the risks, one hanker 
said. 

After the L.TCM fiasco. Her:.- 
hard Walter. Dresdner chief 
executive, promised that his 
hank would no lunger invest in 
hedge funds. 

The bonk si id yesterday it 
would conduct selective busi- 
ness in emergin'.: market-., but 
“current developments have 
further sharpened mir view .if 
the risks". 



Bruising .encounter: Adidas, which sponsors sports stars such as British boxer Prince Maseem Hamad, suffered an unexpected decline 

Adidas shares drop on $165m loss 


By Graham Buwtey in Frankfurt 

Adidas-Salomon, the world's 
second biggest sporting goods 
group, yesterday reported a 
DMSTlin ($165m) loss in its 
first nine months, triggering 
an abrupt drop in its share 
price. 

The unexpected decline was 
explained partly by a one-off 
DM723m charge following the 
acquisition by Adidas of Salo- 
mon, the French ski and golf- 
ing goods group, last year. 

But there was a severe wors- 
ening of trading conditions as 
a bitter price war between US 
golfing equipment manufactur- 
ers caused a collapse in reve- 
nues at Tiaylar Made, the Ger- 
man group's golfing business. 


In addition, the Salomon 
winter, sports division contin- 
ued to struggle .and Adidas 
was caught out by the depreci- 
ation of the US dollar. The 
German group also fell victim 
to the crisis in Russia, which 
forced it to take “substantial” 
provisions to cover losses in 
the third quarter. 

The group warned that earn- 
ings per share in the final 
quarter would be “substan- 
tially below” the DM9.97 
recorded in the first nine 
months, excluding the Salo- 
mon charge. 

Adidas-Salomon shares 
closed down DM10 at DM185. 

The declines are a blow for 
Robert Louls-Dreyfus, Adidas’ 
flamboyant chief executive, 


who has revitalised Adidas 
and whose acquisition of Salo- 
mon last September trans- 
formed the German group into 
the biggest sports goods manu- 
facturer after Nike of the US. 

Following growing concern 
over the pace of integration of 
Salomon, Mr Louis-Dreyfus 
this year took personal control 
to oversee the turnaround of 
the winter sports and golfing 
group- He is due to unveil a 
reorganisation of the group 
early next year. 

Adidas-Salomon has been hit 
by a drying-up of demand from 
Asia, especially Japan, for golf 
and ski equipment following 
the region's crisis. But the big 
surprise is that the formerly 
lucrative US golfing market 


has also begun to slow. Reve- 
nues at Taylor Made fell 24 per 
cent in the first nine months, 
Adidas revealed yesterday. 

The group was hit by the 
depreciation of the US dollar 
when it fell below the level 
Adidas had agreed to buy it at 
in currency contracts. The 
group makes substantial pur- 
chases of dollars to pay for its 
supplies. 

The problems elsewhere in 
the group distracted attention 
from the continued strong 
growth of the core Adidas 
sports shoes and clothing busi- 
nesses. Total sales in the third 
quarter increased 38 per cent 
to DM3bn. 


Sun faces revolt 
over control of 
Java language 


FBa's new chief, Page 20 


By Roger Taytar in San Francisco 

Sun Microsystems is facing on 
industry revolt against its con- 
trol of Java, the computer lan- 
guage which allows programs 
to run on any system. 

Yesterday. 14 companies 
including Hewlett-Packard. 
Microsoft, Siemens and Rock- 
well. said they would start set- 
ting their own standards for 
creating Java programs that 
control devices such as cell- 
phones and printers. 

Java, owned by Sun. is 
regarded as central to the 
development of internet-based 
computing. It allows software 
programs to work with any 
computer or device connected 
to the internet. 

The move follows several 
months of negotiations with 
Sun over industry complaints 
that it was being too slow at 
developing new software stan- 
dards and was charging too 
much in licensing fees. 

Sun yesterday rejected the 
charges saying it could 
develop standards far quicker 
than any industry body. Jim 
Mitchell, a vice-president at 
Sun, accused Hewlett-Packard 
of being a "Microsoft crony" 
and said: “They will fail”. 

Joe Beyers, general manager 
of Internet Software at Hew- 
lett-Packard, said: “We are try- 
ing to respond to customer 
needs but Sun has been unwill- 
ing to relinquish control of 
Java. If they want to go in a 
different direction they can, 
but 1 hope they will join us”. 

The move comes as Sun 
waits tn hear the verdict in its 
recent court case in which it 
accused Microsoft of develop- 


ing its own version uf Java in 
contravention of u.s liix-usui’ 
agreement. Sun accused Micro- 
soft or underminin'' tin- pur 
pose or Java liv creatine a tor- 
sion that was designed run 
only on machines which used 
the Microsoft Windows < -iterat- 
ing system. 

Java was conceived as :: way 
to create software which could 
control devices other than 
computers. Increasingly, com- 
puter chips, knou-n as embed- 
ded processors, are Mug put 
into cars, washing machines 
and other appliances to allow 
such devices to communicate 
through the internet. 

For example, printers could 
automatically call an engineer 
when there was a fault. 

However Sun has focused on 
developing Java for main- 
stream computer programming 
to the frustration of companies 
wishing to develop other uses. 
Sun has yet to start selling its 
own system for running Java 
programs on embedded proces- 
sors. 

Hewlett-Packard this year 
broke Sun's grip on Java by 
developing its own system for 
operating Java programs, 
called Chai, which does not 
require a licence from Sun. 

Although Hewlett-Packard 
continues to work with Sim in 
developing Java for main- 
stream computing, it is promo- 
ting Chai as the way forward 
for embedded processors. Sun 
said yesterday that it had 
licenced Chai to companies 
representing about half the 
market for emhedded proces- 
sor software. 

Microsoft trial, Page 7 


Citigroup stocks slip after 
investment banking shake-up 


By Traqy Corrigan in New York 


Citigroup's share price fell 3 
per cent to $45£ yesterday 
morning amid growing con- 
cern about the implementation 
of the merger that created it 
between Citicorp, the US bank, 
and Travelers Group, the 
insurance and financial ser- 
vices group. 

Tbe slide followed a 
shake-up of Citigroup’s corpo- 
rate and investment banking 
arm announced on Sunday. 

The reorganisation led to the 
resignation of Jamie Dimon, 
president of Citigroup and co- 
chief of Salomon Smith 
Barney, who had been 
perceived as the heir apparent 
to Citigroup co-chairmen 


Sandy Weill and John Reed. 

A decision to integrate fully 
the activities of Travelers' 
Salomon Smith Barney and 
Citicorp's corporate banking is 
expected to lead to further job 
cuts. Several hundred jobs 
have already been lost at Salo- 
mon Smith Barney in recent 
weeks, and Citigroup has said 
it may cut up to 8,000 jobs. 5 
per cent of the workforce. 

At least two analysts down- 
graded their ratings of Citi- 
group yesterday, citing con- 
cerns about the group's ability 
to combine the two entities 
and about further Instability 
as a result of tbe departure of 
Mr Dimon. 

Furthermore, analysts 
suggested that the appoint- 


ment of Victor Menezes and 
Michael Carpenter to run the 
combined corporate banking 
business of Citicorp and Salo- 
mon Smith Barney could alien- 
ate some Salomon Smith Bar- 
ney executives. These 
investment bankers may fear 
that what was once perceived 
as a takeover of Citicorp by 
Travelers, Smitb Barney's par- 
ent, will result in the imposi- 
tion of Citicorp's commercial 
banking culture on the invest- 
ment bank. 

It is still to be decided what 
brand the corporate banking 
business will operate under. 


Observer, Page 17 

Lex, Page IB 
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J& J set to delay launch of 
Benecol margarine in US 


By Greg Mctvor In Stockholm 


Johnson & Johnson yesterday 
moved to avert a clash with 
US regulators over Benecol, 
the Finnish cholesterol-cutting 
margarine, by offering to defer 
the first stage of its planned 
US launch pending an urgent 
meeting 1 between the two 
rides. _ 

McNeil Consumer Health- 
care. the J&J subsidiary that 
owns the rights to distribute 
Benecol outride Finland, said 
jt would delay the introduction 
- due this week - until it had 
met officials from the US Food 
and Drug Adminiatratlon- 
• The move follows an FDA 
ruling on Friday that Benecol. 
produced in Finland by Raisio, 
the food and chemicals com- 


pany, could not be marketed or 
sold as a dietary supplement in 
the US. 

The FDA said the margarine 
should instead be classed as a 
food. Tbe ruling threatens to 
delay Benecol 's ftiH US launch 
by at least six months because 
new foods, unlike dietary aids, 
must undergo an often lengthy 
FDA approval process. 

Benecol's introduction was 
scheduled to take place in 
Portland. Oregon, before the 
nationwide launch in January. 

The risk for Raisio is that a 
protracted delay in Benecol's 
US launch could open the door 
for Unilever, the Anglo-Dutch 
group, to launch its own 
cholesterol-reducing spread 
first 

That would be very damag- 


ing,” said Anna. Virkola, ana- 
lyst at Handelsbanken Markets 
in Helsinki. “It is very impor- 
tant which company gets to 
the market first.” 

Raisio shares, which fell 5.2 
per cent on Friday, dropped 
sharply again yesterday. 

The stock, which has risen 
more than tenfold since 1996 
on expectations of bumper 
international sales of Benecol, 
fell 12 per cent before recover- 
ing to close down FM3.80, or 
5.5 per cent, at FM6-L90. 

Ron Schmid, a McNeil 
vice-president, said the com- 
pany hoped a meeting with the 
FDA could be arranged this 
week, 

McNeil bad pledged on Fri- 
day to press ahead with the 
test launch. 
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PHARMACEUTICALS COSTS OF RESTRUCTURING US JOINT VENTURE BEHIND DOWNTURN 


Fila to 


NEWS DIGEST 


Astra slips 14% in third quarter a PP°“* 


TELECOMMUNICATIONS 


By Greg McfrOf in Stackho&n 


Astra yesterday announced 
a 14 per cent drop in third- 
quarter profits as the Swed- 
ish pharmaceuticals group 
incurred sharply higher 
exists following the restruct- 
uring of its US joint venture 
with Merck this year. 

Pre-tax profits dipped from 
SKr3.5bn to SKr3bn ($384m), 
in spite of a 27 per cent rise 
is turnover driven by 
strong sales of Losec. 
Astra's anti-ulcer block- 
buster which is the world's 


topselling prescription drug.' 

Operating costs Jumped 
Cram SKr7.6bn to SKrll.2bn, 
reflecting Astra's payment of 
substantial sales-related 
compensation to Merck in 
return For taking manage- 
ment control of the joint 
venture. 

The figures, which inclu- 
ded a maiden contribution 
from the restructured Merck 
venture, were in line with 
forecasts. Nevertheless, 
some analysts said the dilu- 
tive effect of the Merck deal 
was slightly less pronounced 


than they had feared. 

Hakan Mogren. chief exec- 
utive, said the agreement - 
under which Astra now pays 
Merck about 30 per cent of 
Losec's US sales - would 
dilute na ming s by about 10 
per cent during the second 
half of 1998. and by 5 per 
cent next year. 

Astra's most-traded A 
shares gained SKrS to close 
at SKrl32. 

Stripping out the impact of 
the Merck transaction, third- 
quarter operating profits fell 
10 per cent 


For the nine months, pre- 
tax profits rose from 
SKrlO^bn to SKrll^bn, lift- 
ing earnings per share from 
SKr4 J>4 to SKr4.91. 

Losec sales rose 34 per 
cent, from SKrl5.5bn to 
SKr20.8bn. The highest 
growth was in the US, where 
it is known as Prilosec. 

The figures highlighted 
Astra’s heavy dependence on 
Losec. which accounted for 
S3 per cent of turnover. 

Sales of the drug are 
expected to fall sharply after 
2001 when its patent protec- 


tion starts to expire, and 
some analysts expressed dis- 
appointment at lower-than- 
expected growth in some of 
the drugs that Astra hopes 
will fill the post-Losec void. 

Sales of Pulmicort, an 
asthma treatment which is 
Astra's second-biggest sell- 
ing drug, advanced 9 per 
cent, from SKr3.59bn to 
SKr3.92bn. 

Astra admitted Pulmi- 
cart's penetration of the US 
market had “initially devel- 
oped somewhat more slowly 
than originally expected". 


new head 

from 

Ferrari 


Panafon aims to raise 
$600m with Athens IPO 


By Paul Bettsb MSsn 


Fila. the troubled Italian 
sportswear company listed ' 
In New York, has turned to 
Ferrari. Italy’s legendary 

sports car manufacturer, to 

help revive its flagging 

finan cial fortunes and share 


Telekom chief hits out on regulation 


By Alan Cara and 
Ralph Atkins in Bom 


Ron Sommer, chief executive 
of Deutsche Telekom, the 
German telecommunications 
giant which has been hit by 
fierce competition in its 
borne market, has warned 
that an escalating price war 
will make it much harder to 
produce “the results that our 
shareholders expect". 

Mr Sommer blamed the 
country’s regulatory regime 
for allowing competitors to 
snatch market share “in a 
dangerous way”. Deutsche 


Telekom would respond with 
“drastic, very aggressive 
price cuts”, but he added the 
impact “will put even more 
pressure on our expense 
base". 

That could result in an 
accelerated programme of 
job losses, further cost-cut- 
ting and reduced spending 
on networks and services. 

Deutsche Telekom last 
week announced nine-month 
figures showing net income 
up 22 per cent but below 
market expectations. The 
group has lost at least 14 per 
cent - some analysts suggest 


up to 30 per cent - of long- 
distance business to new 
competitors in Germany. 

Germany last year set 
average interconnection 
rates - the price rivals pay 
to link into Deutsche Tele- 
kom's network - at 2.7 pfen- 
nigs a minute, which is low 
by international standards. 

The regime. Mr Sommer 
added, also blurred distinc- 
tions between interconnec- 
tion charges for competitors 
that invest in infrastructure 
and those that merely offer 
services on Deutsche Tele- 
kom's network. 


“I do not t hink it is the 
role of Deutsche Telekom to 
fire people because we have 
to subsidise companies that 
don't invest . . . We are 
talking big numbers here." 
Deutsche Telekom has 
reduced its headcount from 
230,000 to 134,000 in three 
and a half years.” 

Mr Sommer argued for 
common regulatory princi- 
ples across Europe, and 
eventually world-wide, say- 
ing that foreign operators 
could compete easily with 
Deutsche Telekom in Ger- 
many but the converse was 


not true in tbe UK. the US or 
Japan. 

He doubted whether tbe 
European Commission was 
serious about ensuring fair 
competition in European 
telecoms. “My question is: 
What kind of liberalisation 
policy are you playing? ... I 
have not seen the proper 
energy applied by Brussels 
towards providing level 
playing fields in Europe, and 
worse. I have not seen Brus- 
sels trying to look to see if 
European companies are get- 
ting the same level playing 
field in the US and Japan.” 


A little local difficulty 
in the domestic market 


By Alan Cane and 
Ralph Atkins in Bonn 


environment like in Ger- 


Ron Sommer points proudly 
to Deutsche Telekom’s 
achievements in recent 
years. Debt and staff num- 
bers have been reduced fes- 
ter than anticipated, while 
customer service has 
improved drastically and 
new, young and ambitious 
management teams have 
been installed in important 
operations. 

But one achievement of 
which the telecommuni- 
cations group's combative 
chief executive is not proud 
is its loss of. market share 
since the beginning of the 
year - estimated by some 
analysts at 30 per cent * in 
the lucrative German 
long-distance business. No 
incumbent operator has lost 
such a large slice of a valu- 
able market so quickly. 

The reason. Mr Sommer 
argues, is the low price the 
German regulator has set for 
competitors to connect to 
Deutsche Telekom's net- 
work. “The one issue we did 
not predict was a regulatory 
environment which is 
unique. Even the UK after 
14 years of liberalisation, 
does not have a regulatory 


many." 

Mr Sommer will not con- 
firm how far rivals have 
eroded his group's market 
share, but says: “If we have 
to offer our product at an 
extremely low price to com- 
petitors ... it is easy for 
them to undercut our 
prices." 

He intends to r etalia te by 
slicing prices by up to 60 per 
cent - a strategy that will 
escalate a price war in Ger- 
many. and which could hurt 
Deutsche Telekom and its 
competitors. 

But the long-distance mar- 
ket is not the end of the 
story. Deutsche Tefekom Is 
awaiting a decision by the 
Bonn regulatory authority, 
due on November 30. setting 
the prices it can charge com- 
petitors for so-called “unbun- 
dled", or unrestricted, access 
to millions of connections 
into customers’ homes. 

A low rate could trigger 
fierce competition in the 
local telephone market: 
Mobil Com, the fast-growing 
telecoms group* based in 
Schleswig, north Germany, 
is already threatening to 
undercut Deutsche Tele- 
kom's local prices. 

All this could have a seri- 


ous effect on Deutsche Tele- 
kom’s attempts to expand 
abroad. Profitability will 
undoubtedly fall and the 
resulting pressure on the 
company’s share price will 
affect its ability to finance 
mergers or acquisitions. 

Deutsche Telekom's inter- 
national strategy has so far 
proved less than auccessfuL 
Earlier this year it 
announced provisions of 
DM900m ($54 3m) to cover 
losses in south-east Asia, 
and although Mr Sommer 
says the company has 
“taken care" of the prob- 
lems, he admits: “We have 
taken bold steps in south- 
east Asia and we paid dearly*. ‘ 
for these bold steps.” i 

In addition, the position of v 
international director has 
been open for almost a year 
following the departure of 
Erik Jan Nederkoom. while 
Global One,' the joint ven- 
ture between Deutsche Tele-' 
com. France Telecom and 
Sprint of the US. has had to 
be profoundly restructured. 

Mr Sommer says: “Yes. 
there are plenty of head- 
aches at Globa) One. But r 
regard them as the usual 
start-up problems you can 
have with such a complex 
operation. 



Ron Sommer: cutting prices by up to 60 per cent tiwhut*iwo« 


“I have a lot of confidence 
in Gary Forsee [appointed 
Global One chief executive 
earlier this year] and his 
management team, and we 
are solving the problems sys- 
tematically.'’ 

Mr Sommer argues, in 
addition, that on the world 
stage Deutsche Telekom is 
in a position of relative 
strength. 

The group is helped by its 
strategic alliance with 
France Telecom, which helps 


in regions where it has little 
presence. 

“We have less focus on 
South America." says Mr 
Sommer by way of an 
example. 

“You can’t do everything 
in 1998. There is hopefully a 
long story ahead of us. You 
don't have to produce every- 
thing in years one, two arid 
three." 

Especially, perhaps, when 
there is a little local diffi- 
culty at home. 


price. 

Michele Scannavini, Ferr- 
ari 's commercial and mar- 
keting director, is due to-be 
appointed this week as Fife's 
chief executive. Mr Scanna- 
vini, who joined Ferrari from 
Procter and Gamble five 
years ago and played a sig- 
nificant role in the car- 
maker’s recovery, is taking 
over at Fife as the company 
struggles to restructure after 
a Lu9.7bn f573.6m) loss in 
the first half of this year. 

Barely three years ago, 
Fila was considered one of 
Italy’s high-flying fashion 
and sportswear brands after 
building up a significant US 
presence. But the company, 
53 per cent controlled by 
HDP, the Milan-based indus- 
trial holding company with 
extensive fashion and tex- 
tiles interests such as Valen- | 
tino and GFT. has seen its 
shares tumble from a high of 
$74 last year to J9£ early 
yesterday. 

Mr Scannavini, 38. was 
recruited to Ferrari by Luca 
di Montezemolo. Ferrari’s 
chairman, and has helped 
the elite sports car manufac- 
turer - now owned by Fiat - 
to return to profit 

Mr Scannavini’s decision 
to move to Fife also appears 
to have been taken because 
he felt he was unlikely to 
move farther up the ladder 
at Ferrari following the 
appointment last year of 
Paolo Marinsek as manag in g 
director of the Ferrari group. 

Ferrari, disappointed by 
failing to win the Formula 1 
championship in Japan at 
the weekend, launched a 
Maserati coupe in Septem- 
ber, marking Maserati's 
comeback in the luxury 
sports car market after 15 . 
years of losses. ^: - ’. ... •, , 

The group hopes toC repeat 
with Maserati' the successful 
strategy that has seen the' 
Ferrari brand return:. to 
profit and expand in the 
international market. 

Under Mr di Montezemolo. 
Ferrari has also been 
expanding merchandising 
using the Ferrari- brand. 
Merchandising activities 
now account for about io per 
cent of the groups annual 
turnover and eametF Perrari 
L20bn in royalties last year. ; 

Ferrari is expected to spin - 
off its :growing merchandis- 
ing activities and is consid- 
ering opening Ferrari 1 stores 
in Italy and abroad. ' : 


BANKING 


HypoVereinsbank to hold egm 


The supervisory board of Bayerische HypoVereinsbank, 
Germany’s second biggest tank, is to hold an extraordi- 
nary meeting “as soon as possible” to discuss a dispute 
about risk provisions that has erupted between two of the 
bank’s senior figures, 

HypoVereinsbank, formed from the merger earlier this 
year between Hypo-Bank and Verethsbank, said last week 
rt was taking DM3-5ton (£2.1 bn) in provisions for overval- 
ued property deals, mostly In eastern Germany. Albrecht 
Schmidt, the Munich-based bank’s chief executive, for- ; 
merty Of Vereinsbank, blamed unnamed officials who had 
worked at Hypo-Bank in the 1990s after German unifica- 
tion. But Eberbard Martini, the former chief of Hypo-Bank, 
called Mr Schmidt’s accusation “complete nonsense". Mr 
Martini Is now a member of the merged bank’s supervisory 
board, and banking sources said he had resisted an 
attempt by. Mr Schmidt last week to secure his resignation 
from that post Tony Barber, Frankfurt 


DEBT PURCHASE 


Help for Ceska Sporitelna 


The Czech state is to increase the capital of Ceska Spori- 
telna, the country’s main retail bank, after Its disastrous 
foray into Russian securities. The' National Property Fund, , 
which owns 45 per cent of the bank, is to buy K£5.7bn 
(SI 96m) worth of subordinated debt by the end of this 
year to prevent the bank’s capital adequacy failing under 
the central bank’s 8 par cent minimum, requirement. At the 
end of the third quarter Ceska Sporitetna’s capital ade- 
quacy was 8.76 per cent. Ceska Sporitelna. which is 
slated for fuB privatisation before the end of 2000, has an 
exposure of K£5.2bn to Russia and Ukraine for which it 
has so far made provisions of KC1.9bn. It has also had to 
make additional provisions of K53.4bn because of new 
central bank rules that demand full provisions, regardless 
of real estate collateral for aH loans overdue by one year. 
Robert Anderson; Prague -. ,» 


EQUITIES BUSINESS 


Rabobank sticks to plan 


Rabobank yesterday repeated its commitment to building 
an international equities business after the departure of 
two senior executives, but said it would not be accelerat- 
ing the operation^. ^ "phased development". The Dutch 
bank said Marcus Grubb, head of equity brokerage, and 
Charles Giessen;, global business manager, had left, but 
“their departure. hgsnoeffect on Rabobank International’s 
commitment to building an equities business in our core 
‘ sectors’.! These sectors are food and. agriculture, health- 
. care and phamiaceuticals, .aifo financial companies. 

. Rabobank! deefinefcj to comment on plans for other sec- 
tors and said' itfiacf not decided whether Mr Grubb and Mr 
Giessen would be repJaced. .Cfey Harris, London 


This announcement appears as a maner of record only 


October 1998 


TELECOMMUNICATIONS ROMANIA ALTERS: TERMS OF SALE 


MEDICA Kliniken Beteiligungs AG 


j^^ABank 

Australia and New Zealand 


Acquisition of 


Australian Company Number 00$ 357 522 
(Incorporated with timited HahHay m tfw Start; of Victoria, Australia) 

U.S. $300,000,000 

Perpetual Capital Floating Rate Notes 


Telecom Italia and OTE 
bid for Rom Telecom 


Fur the «ix months 3 Ah October, |W8 ro 30th April, 1999 the 
Notes wall carry an inrerest rare of 5.15% per annum with an 
amount dC interest U.S. 5260.36 per U.S. $10,000 Note and U.S. 
56,509.03 per U.S. $250,000 Note, payable on 30th April, 1999. 
Lbted on the Luxembourg Stock Exchange. 


By Kevin Dora, 

East Europe Correspondent 


Bankers Trust 
Company, Loudon 


Agent Bank 
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QCM Partners Ltd. 
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Management 
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Turkish Finance 
and Industry 


OTE of Greece and Telecom 
Italia have submitted com- 
peting bids to acquire sub- 
stantial minority stakes and 
management control in Rom 
Telecom, tbe state-owned 
Romanian telecommunica- 
tions utility. 

However, It is understood 
that the tender process, 
which was ' due to' have- 
closed at the weekend, has 
been thrown into confusion 
by last-minute changes in 
tbe contract conditions made 
by the Ro m anian govern- 
ment last Thursday. 

Instead of the binding, bids 
that were due to have been 
submitted. It is understood 
that the two rivals have sub- 
mitted only conditional bids. 
This will make further nego- 

flattens necessary in Buchar- 
est on the deal, whiclrJs' 
regarded as a key move in 
restarting Romania's stalled 
privatisation process. 

Separately. In Bulgaria. 


the government has post- 
poned the deadline for bids 
to acquire a 5i per’ cent 
stake to Bulgarian Telecom- 
munications Company, by 
two months, from .the end of 
November to January 28, to 
allow potential bidders' more 
time to discuss terms and 
conditions. 

Four west European tele- 
communications groups are 
conducting due-diligence 
studies . In Sofia: GTE and 
Telecom Italia, which are 
both- pursuing aggressive 
strategies in southern cen- 
tral Europe and the Balkans ; 
Deutsche Telekom and KPN, 
of tjjbs Netherlands. - . • ’ 

.• Tifo'.'Germafr’-and butch 
groups also expressed inter- 
est early in . the tender pro-., 
cesa in; Romania.; but pulled 
out/because of uncertainties,'; 
and- . delays. f Successive ' 
Romanian »: governments ■ 
have’ .fSuJect ',tn implement • 
economic reforms, and a sue-" ' 
cessfuL privatisation of Roto . 
Telecom. has become a cru* .- 
rial jtest-; for - the .centre-right ? 


government of prime minis- 
ter Radu Vasile formed ear- 
lier this year. 

Last month, Sorin Dimi- 
' triu, privatisation minis ter 
and long-time head of the 
State Ownership Fund, was 
dismissed by the prime min- 
ister in an effort to speed up 
the privatisation process. ' 

Mr Vastle has taken aver 
the co-ordination of the Rom 
Telecom .deal arid heads a 
committee which, includes 
the Justice, communications;- . 
finance and defence minis- . 
ters -to push through the 
sale.' 

ft- is’ understood that . late 
last week the Romanian ■- 
_■ authorities made. : conces- 
sions, on the licence condi- 
tions. including changesto . 
. -the 'terms ■of key etetiseseqv- 
; e^ng- safeguards to- guawm-- ; 
-tee' the . period- of monopoly 
- on -.fixed line ; services. TKa 
; changes- came top fete,.hpw- 
feyef , ■ ‘fp-; be taken, into 
-. account tit - the binding- bids, 

. .which, were due to be ‘Sub • 
' iaitte&iist Saturday. - 
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Panafon. the leading Greek mobte telephone operator that 
is controlled by the UK’s Vodafone, expects to raise about 
S600m through an Initial public offering on the Athens 
stock exchange of about 33m shoes, equivalent to 15 per 
cent of its equfty. About two-thirds of the offering will be 
allocated to - international i nstit u ti o n s .- with the. remainder 
split between Greek retall and institutional investors. Road- 
shows start this week and a price 'rang a will be fixed later 
tills month. Warburg Dtftort Read is sole global co-ordina- 
tor, with Goldman Sachs, Alpha Credit Bank, the Greek 
private bank. Deutsche Bank and National Bank of Greece 

as lead managers;- ■ * - - s - - - -• 

Vodafone holds ‘a 55 per cent stake ih. Panafon; France 
Telecom has 35 per cent and iritracom, the Greek teie- 
camrhunicattons equipment manufacturer, io per cent 
The .offering will. reduce France Telecom’s stake to 20 per 
cent. Panafon claimed a 56 per cent share of Greece's 
fast-growing mobile market as at the end of September. 
Kerin Hope, Athena 
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Celsius sales rise 27% 


Structured and Arranged by 


Tuesday December 1 


till 


For further information please contact: 


QUADRIGA CAPITAL 


Kirsty Saunders in London 

Tel: +44 171 873 4823 Fax: +44 171 S73 3204 
email: kirsiy-i^aunderr.'iFT.com 


Hamburger Alice 2-10, D-60486 Frankfurt am Maio/Gennany 
phone: +49 1 69 / 79 50 00 - 0. Tax: +49 1 69 / 79 50 00 - 60 
e-mail: contact ©quadriga-capiiaLde 


or Ciro Costaiite in Istanbul 
Tel: *90 212 279 5350 Fax: *90 212 264 1761 


FINANCIAL TIMES 


No FT. no comment. 


Celsius, tbe Swedish defence 
group, said yesterday ft was . 
leaving its 1998 forecast for 
profit unchanged at SKrtOOm 
($64m), after It posted a nine- 
month profit after financial 
Items of SKr387m compared 
with SKi206m in the 
1997 period. Renters reports - 
from Sto ckholm. ' ‘ *’> 

Sales rose 27 'par cent to 
SKr9.82bn tnzt^ order intake . 
fell 12 per cenV to'SKr7J42bnl 
After adjustment for non- 
recurring items, operating 


incom^ reached SKriaiffij >» 
fruteeaae.dC SKf$6m over ihe 
cotrespondmg ‘period . last 
year.- v . 

“XpcQflje afta* net finamda 
Itetek.-ia expected to -exceed 
SOto crowns, for. the.'ftUl'ig- 
montfi jreriiWL vridcfr ’ W lif 
line' 'with. The earlier Tore- 
cast,r:cSsMua saicL. - ■ • ; s’ 
. Lhrs- Jbsefesoa. tM«f exec. ■ 
utive; «f; Celslu6.;-'said"the' : 
improvement was generatwi ", 
mainly by the . 

core business areas/ defence . 


-and .cdmmerdal aytatlon- 
servtcea/. ^-/ - . v 
;; "Tbe fower level of ordws 
received can he attributed In 
P&rt trrtbe fact that the" 'c«av 
. responding period last, y^r 
.featured .' severs}, major 
•defence-related orders, such 
. as " continued series deliv- 
eries, of. the GV90 combat 
-vehicle .and refits for subma- 
■ rines' Sbld- to the Stngapo- 
autMty* : hk said. CWdns- 
.B shares <flosed up SKifi at, 
■SKrl33,'.' * ,’V 
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COMPANIES & FINANCE: ASIA-PACIFIC 


A Jl^NS J;? J^CIFI C 1 N TALKS TO BUY 'SIGNIFICANT PROPORTION' OF SHARES AFTER ACQUIRING STRATEGIC HOLDING 


WMWMW, WUMD r q ; TTTY : 

M wmt Athens' »„ HK conglomerate con firm s stake in PLDT 
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By Louise Lucas fen Hong Kong 
and Tony Tassel] In Madia 

First Pacific, the Hong 
Kong-based conglomerate, 
yesterday broke its silence 
over Philippine Long Dis- 
tance Telephone, confirming 
it bad amassed a strategic 
stake In the carrier and is in 
talks to. acquire further 
shares. 

The confirmation ends 
nearly - two months of specu- 


lation about First Pacific's 
interest In. the Philippines' 
dominant telecommunica- 
tions provider,, but the final 
form of any deal remains 
uncertain. 

Southwest Belt of the US, 
has expressed interest in 
PLDT, and others also could 
take a stake, possibly as a 
Partner to First Pacific to 
reduce the costs of acquiring 
control. 

First Pacific said yesterday 


it was in talks with various 
parties to boy a "significant 
proportion" of shares in 
PLDT. The. group is believed 
to have been negotiating a 
deal with the Conjuangeo 
family, which controls a 
2l per cent stake. 

It Is also understood to 
have held tatic-s to acquire a 
10 to is per cent stake owned 
by .two government institu- 
tions. 

Analysts estimate that at 
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Redchips still on menu as 
.other dishes lose their savour 

Despite high debts, the China-backed groups are set. to avoid 
liquidation and remain popular with investors, says Louise Lucas 

T heir parents, upon is trying to limit the nega- 
whom they open an tive impact of the .Itic 
investment window, are restructuring as much as 
riddled with debt Credit is possible. They want to make 


current market rates it 
would' cost First Pacific 
about $lbn to acquire a 36 
per cent stake in PLDT plus 
any premium for the pur- 
chase of a controlling stake. 
First Pacific could raise its 
stake further through the 
merger of Smart Communi- 
cations, its cellular telecoms 
subsidiary in the Philip- 
pines, into PLDT through a 
share swap. 

That would allow for syn- 


Redchfp family fortunes 


ergies between the two oper- 
ators, respectively the coun- 
try's biggest fixed-line and 
cellular carriers. 

Smart has a 52 per cent 
share in the cellular market 
and 5 per cent of the fixed- 
line market. PLDT has about 
72 per cent of the fixed-tine 
market, dominates interna- 
tional telecoms out of the 
Philippines, and controls 
about 20 per cent of the cel- 
lular market through its sub- 


sidiary Pilipino Telephone. 

■“PLDT would leap-frog 
First Pacific into market 
leadership in the Philip- 
pines,” said David Gibbons, 
regional telecoms analyst at 
HSBC Securities. 

Manuel Pangilinan, man- 
aging director of First 
Pacific, said the company, 
which spent last year divest- 
ing non-core activities, had 
built a cash pile worth 
$7oQm. 



§*: -*!•!** vt* 




*w*s r-o- 


* 


|®fiter'‘Ceska 

a** ■*- 

**v 1 - • 

w 

Iti*?' 1 *** .-=? 

« -il i ••■2 - •• 

Ftp T**fH**-' '■ 

faif*'**--***^ ■ 

Trm^.v 


s r 

v.v r_ 


XiTti 



Sticks io 



tight. Yet share prices of the 
redchips, ' or mainland- 
backed Hong Kong compa- 
nies, are rising and their 
resilience, in the wake of the 
collapse of Guangdong Inter- 
national Trust & Investment 
Company (Gltic), highlights 
the differences between the 
two sectors. 

The Idea, investment agen- 
cies of provincial govern- 
ments. have already seen 
their ranks depleted, from 
800 in 1995 to 240. Jing 
Ulrich, China analyst at 
CLSA. thinks these will be 
further culled, to about 25. 
In contrast, redchips, which 
are listed, report to a mix of 
provincial governments or 
directly to ministries in the 
central government, have 
grown to almost 50. 

While both have been big 
borrowers - Goldman Sachs 
reckons total banking expo- 
sure to the redchips could 
exceed that to the Itics - the 
redchips are not seen as 
being within the scope of 
Beijing's goal of overhauling 
the financial sector. 

“Clearly, the government 


sure banks In Hong Kong 
won’t be affected" says 
Charles Cheung, China ana , 
lyst at Salomon Smith Bar- 
ney. 

Hong Kong-based banks, 
which have exposure of 
HK$55bn (US$7.lbb) to Itics, 
according to the Hong Kong 
Monetary Authority,' the de 
facto central hank , would 
take a bigger hit if redchips 
began a default en masse. 

Goldman Sachs estimates 
that the aggregate debts of 
big redchips stands at 
HKIlOObn, or 3 per cent of 
total loans in the hanking 
system assuming they were 
all arranged in the territory. 

Much Of this l anding , like 
others to China-based com- 
panies, lacks the hallmarks 
Of prudent hanking 

Government guarantees - 
thrown into doubt by the 
Gitlc failure - were used as 
a comfort catch-all, and even 
a month ago redchips were 
securing syndicated loans at 
Libor (London i interbank . 
offered rate) plus .150 basis 
prints, lowm* than some blue 
chips are able to obtain. . 


Redchips themselves have 
flirted with banking. 

John Pfnkel, China analyst 
at Merrill Lynch, notes that 
a large amount of invest- 
ment into the country in the 
past 18 months has been 
“debt dressed up as equity”, 
mainly made by redchips 
and China-focused infra- 
structure companies. 

He' cites road .investments 
made by Shanghai Indus- 
trial. on which it received a 
fixed quarterly return - 
despite the fact that one is a 
ring road that does not col- 
lect tolls. “These [redchips] 
have been functioning as 
banks or project finance 
houses,” he says. As a result, 
he estimates, official figures 
understate China's debt by 
some US$30bn. 

Mr Cheung says the mes- 
sage on redchips is that they 
will not be liquidated, but 

that hanks should taka heed 

of how they extend loans in 
future. They would appear to 
be. doing so, and overshoot- 
ing oh the down ride as pre- 
viously they lent over-enthu- 
stasticafly. 

Whether or not they face 
potential liquidation, the 
redchips are already being 
starved of funding. "Liquid 
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ity will continue to be tight 
and refinancing difficult for 
three to six months," says 
Mr Cheung. 

This may be less of a prob- 
lem for the redchips, some of 
which, particularly those 
that listed towards the end 
of last year and were denied 
the same opportunities as 
their spendthrift precursors, 
are in a net cash position. 

B ut the redchips' role has 
been two-fold: a window 
on to China for foreign 
investors and a window on 
to international capital mar- 
kets for China. Their parents 
often cany heavy debt bur- 
dens, with net equity-to-debt 
ratios of more than 100 per 
cent. 

Much of this was hidden 
by the excesses of 1996 and 
1997 but, aa the Itics have 
discovered, asset values 
have plummeted. Dalliances 


with Hong Kong luxury vil- 
las, hotel companies and 
chain stores have seen 
the asset side of the 
equation plunge while the 
debts rise. 

Some of these mismanage- 
ment issues could be 
resolved by the Gitlc failure 
- possibly one of the factors 
giving heart to investors. 
Some big redchips may 
require recapitalisation, but 
it is unlikely Beijing will 
pour in funds without mak- 
ing management changes 
and rewriting strategies. 
Smaller redchips in a similar 
position may simply be 
wound up. 

Secondly, the pruning of 
the Itics will switch the 
focus to redchips. In the 
southern province of Guang- 
dong, for example, consolida- 
tion of the window compa- 
nies will eliminate much 
of the inter-province compe- 


tition for projects and 
funds. 

These benefits are further 
down the line, and the more 
likely explanation for the 
rise in share prices, says Mr 
Pinkel, is China's big 
upgrading in two IFC indi- 
ces. From today. China's 
weighting in the emerging 
markets' index will rise from 
0.6 per cent to 2.4 per cent, 
and from 2.7 per cent to 
10.7 per cent in investable 
emerging Asia. 

And perhaps the resilience 
of the redchips also has a lot 
to do with Hong Kong's own 
role as a very particular 
regional financial centre - 
one based in a region where 
there is little incentive to 
lend. 

Says Mr Cheung on being 
a Hong Kong bank: “If you 
don't lend to property com- 
panies and redchips, who do 
you lend to?" 


New BIIP chief signals 
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By Gwen Robinson 
bi Meantime 

Paul Anderson, the US ■ 
energy executive named 
chief executive of Broken 
Hill Proprietary, Australia's 
largest resources group, said 
yesterday that his priorities 
would be to restore share- 
holder value and overcome 
the "crisis of confidence" in 
BHP. 

In Ms first public appear- 
ance as BHP’s incoming 
chief executive officer, Mr 
Anderson flagged significant 
internal changes in the 
diversified resources group, 
but said it was premature to 
talk about a senior manage- 
ment reshuffle. 

“Externally, you’re not 
going to see much in the 
near term. But in the near 
term, internally, there will 
be a lot of changes." he said. 

He did not rule out the 
possibility of breaking up 
the group and noted that he 
had had “quite a lot of expe- 
rience" in spinning off 
divisions. 

His appointment ended 
months of speculation about 
the group's direction, after 
management resignations, a 
falling share price, deterior- 
ating profits and wea k eni n g 
commodity markets. In the 
year to May. it reported an 



Chief execute® Paul Anderson (Vett) meets Bteft at BMP's Mefeoume haadquarters 


Reuters 


unprecedented net loss of 
A$1.47bn ($915m). 

Demands from dissatisfied 
shareholders for a manage- 
ment change culminated in 
the April resignation of John 
Prescott as chief executive. 

Mr Anderson, 53, is cur- 
rently president and chief 
operating officer of Duke 
Energy; formed last year in 
the. merger of PanEnergy 
and Duke Power. 

He said his time at Duke 
and PanEnergy, during 
which the group’s stock rose 


from US$10 in 1901 to US$71, 
showed long-term commit- 
ments 'to his job and to 
shareholder .value. 

Rumours of Mr. Anderson's 
appointment boosted BSP's 
share price from A$12.32 in 
mid-October to AJ13.S0 on 
Friday. On Monday, how- 
ever, after rising to a three- 
month high of A$ 13.87 on the 
news, investors took profits 
and the stock fell to A$L3.i& 

Analysts said the slump 
was due to overbuying on 
rumours of the appointment 


and they predicted a positive 
shift in market sentiment 
would soon buoy the stock. 

Mr Anderson Indicated he 
would continue BHP’s asset 
disposal programme to sell 
another AS4bn in non-core 
assets over the next two 
years. 

New strategies would 
depend on reviews, hut he 
suggested there would be 
greater emphasis on the 
group's mam areas of busi- 
ness: petroleum, mining and 
steel. 


Bank shows faith 
in Hong Kong 


By lmtisa i u«»r 


The China Construction 
Bank, one of the mainland's 
big four banka, has 
increased its stake in Hong 
Kang-baaed Jian Sing Bank 
from 40 per cent to 70 per 
cent 

The move comes as Hong 
Kong's smaller banks have 
been under pressure from 
higher interest rates - which 
have softened in recent 
weeks - and flat loan 
growth. Non-performing 
loans have also been rising. 

However, China Construc- 
tion Bank said yesterday its 
decision to exercise an 
option giving it a 70 per cent 
stake in the bank demon- 
strated its “confidence in the 
Hong Kong Special Adminis- 
trative Region remaining as 
an International financial 
centre and in its future eco- 
nomic development". 

China Construction Bank, 
which separately is involved 
in the mainland's pioneerin g 
investment banking joint 
venture with Morgan Stan- 
ley Dean Witter, first 
acquired an interest in Jian 
Sing - then known as Hong- 
kong Industrial and Com- 


mercial Bank - from Dah 
Sing Financial Group in May 
1994. Narrowed margins and 
rising bad debts made 1994 a 
difficult year for banks, 
prompting consolidations. 

Mainland inroads into 
Hong Kong’s banking sector 

have largely been the pre- 
serve of Bank of China, 
which is one of the territo- 
ry’s three note-issuing 
banks. However, there are 
also stake holders:' China 
Everbright, for example, 
owns a stake in Interna- 
tional Bank of Asia, Hong 
Kong's 17th biggest bank. 

China Construction Bank 
said its increased holding in 
Jian Sing would “undoubt- 
edly benefit the business 
growth and long-term devel- 
opment of Jian Sing in its 
provision of quality and 
comprehensive banking ser- 
vices, especially to custom- 
ers who trade across the bor- 
ders between the mainland 
and Hong Kong”. 

China Construction Bank 
and coowner Dah Sing Bank 
said Jian Sing had main- 
tained “solid” financial per- 
formance and good asset 
quality despite the region's 
financial crisis. 
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LTCB rapped 
over payouts 
to affiliates 


By Gillian Tett in Tokyo 


Japan's Long Term Credit 
Bank, the ailing group due 
to be nationalised, has been 
criticised for secretly paying 
money to its affiliates before 
it applied for government 

support. 

Japanese media have 
reported that the Financial 
Supervisory Agency, the 
banking watchdog, found 
that LTCB made “hidden” 
payments of about Y130hn 
(Jl.lbni to cover debts held 
by Japan Leasing, an LTCB 
affiliate. Japan Leasing paid 
the money to Norinchukin, 
an agricultural bank with 
strong links to the ruling 
Libera] Democratic Party. 

LTCB and the FSA have 
refused to comment publicly 
on the reports. However, 
LTCB has denied it deliber- 
ately hid any losses and said 
it did not believe that the 
transactions needed to be 
reported under Japanese 
accounting law. 

Nevertheless, the reports 
may fuel investor cynicism 
about the quality of Japa- 
nese accounting. They could 
also add to political contro- 
versy over the state of 
LTCB’s finances in tbe 
run-up to its nationalisation. 

The tuning of the national- 
isation has not yet been 
decided, but the government 
has appointed a new man- 
agement team for LTCB 
which will assume control in 
the coming days. This 
includes officials from the 
Bank of Japan, Industrial 


Bank of Japan and Bank of 
Tokyo Mitsubishi. 

The Issue of “hidden” 
losses at Japanese bonks and 
brokers first attracted atten- 
tion last year, when it 
emerged that Yumaichi 
Securities. Japan's fourth 
largest broker, had con- 
cealed some of its losses by 
shuffling them between 
accounts in a practice 
known os tobashi. 

However, concern about 
such losses re-emerged last 
month when the Financial 
Supervisory Agency. Japan's 
hanking watchdog, reported 
that LTCB has a capital defi- 
cit of more than YSOObn. 
This conflicts with LTCB's 
earlier claim that its assets 
exceeded its liabilities. 

The FSA soys the differ- 
ence stems partly from 
unrealised losses on LTCB's 
equity portfolios. However, 
some officials have indicated 
to local media that LTCB 
bad not reported all or its 
transactions between subsid- 
iaries in earlier accounts - 
including its dealings with 
Japan Leasing. 

Although the terms of the 
nationalisation will not be 
decided for several days, the 
price paid for the shares 
could be similar to the mar- 
ket close of Y2. officials said, 
or even a nominal Yl. Ear- 
lier this spring the shares 
traded at Y300. 

This could leave UBS of 
Switzerland, which had a 
1 per cent shareholding in 
LTCB. with a loss of about 
SFr60m ($44m>. 


NEWS DIGEST 


COSMETICS 

Shiseido to enter Russian 
market next year 

Shiseido, foe leading Japanese cosmetics group, will next 
year begin sales of skin-care and make-up products in 
Russia with Hermitage, a local distributor. The move, 
which is foe latest step in foe fpoup's aggressive overseas 
expansion, will make Shiseido foe first Japanese cosmet- 
ics company to enter the Russian market. Shiseido 
expects foe Russian venture to generate Y150m ($1.2m) in 
turnover on a wholesale basis by 2000. 

The group, which last year reported earnings after taxes 
of Y16.87bn on sales of Y620.91bn, has been rapidly 
expanding into markets in Europe and Asia It hopes to 
generate 25 per cent, or about Y200bn of Its turnover 
overseas by 2000. In foe year that ended in March, sales 
outside Japan accounted for 15 per cent of total turnover. 
Alexandra Harney, Tokyo 

MACQUARIE BANK 


Sultan of Brunei cuts holding 

The Sultan of Brunei is selling most of his 13 per cent 
stake in Macquarie Bank, Australia's only investment bank. 
Macquarie Equities, foe bank's broking arm, said last night 
it was placing about 16m Macquarie Bank shares, or 75 
per cent of foe Sultan’s holding, mainly with domestic 
institutions at AS12.BO a share, to raise about AS204m 
(US$1 27m). Some shares would be reserved for overseas 
funds managers, it said. The Suttan's plan to retain a 3 per 
cent stake in Macquarie would leave him as foe largest 
single shareholder. Reasons for foe sale were not dis- 
closed. 

The Sultan held the Macquarie Bank stake through foe 
Brunei Investment and Commercial Bank and foe Brunei 
Investment Agency, which controls foe sultanate's over- 
seas assets and was formerly headed by Prince Jefri Bok- 
iah, the Sultan's brother who is under investigation for 
alleged misuse of state funds. 

The stake was acquired in late 1996 at AS7.60 a share. 
On Monday, Macquarie shares fell 19.6 cents to close at 
$13.44 - above $11.B0 at foe beginning of the year, but 
below foe year's high of $15.60 in April - before news of 
foe placement Analysts suggested foe Sultan, who has 
recently sold various assets, was moving to rationalise fur- 
ther his investments. Gwen Robinson, Melbourne 
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Notice to the holders of the 
convertible notes 

- BANCA P0P0LARE DI MILANO 7$ SUBORDINATED CONVERTIBLE NOTES 

1994-2000 

> BANCA POPOLARE DI MILANO PARTIAL COUPON 1998-2008 SUBORDINATED 
CONVERTIBLE NOTES 


Notifies that the Banca Popolare di Milano 
and Banca 2000 Boards of Directors in 
respective meetings held on 8 September 
and on 24 September 1998, have derided to 
commence merger proceedings for the 
incorporation of Banca 2000 SpA into 
Banca Popolare di Milano s.c.r.1. 

Therefore, in conformity with art. 2503-bis 
c.c. tbe holders of "Banca Popolare di 
Milano 79 Subordinated Convertible 
Notes 1994-2000" and “Banca Popolare 
di Milano Portia/ Coupon 1998-2008 
Subordinated Convertible Notes" may 
exercise the conversion right, according to 
the arrangements foreseen by articles 4 of 


the respective note regulations, with effect 
from the publication of this notice and 
within the end of one month, 
in the event of exercising their conversion 
right, shareholders who intend obtaining 
registration in the members book, must 
present a written request to the Board of 
Directors - in accordance with art. 11 of 
the Soda! Statue. 

On behalf of The Board of Directors 
The Chairman 
Dr, Paolo Bassi 

Milan, 20 October 1998 
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COMPANIES & FINANCE: THE AMERICAS 

UTILITIES CMS IN S2.2BN PIPELINE BUY AS PP&L ANNOUNCES PURCHASE OF 12 GENERATING STATIONS FROM MONT ANA P OWER 

Restructuring continues in US power sector 


By Christopher Parfces 
m Los Angeles 

Lead in" utilities yesterday 
announced asset sales worth 
almost SI bn in a fresh burst 
of restructuring in the US 
energy industry. 

CMS Energy Corporation 
paid S2.2bn Tor pipelines 
supplying its main markets 
in the midwest, while PP&L 
of Pennsylvania is to buy a 
dozen Montana Power 
electricity generating 
stations supplying 


fast-growing western 
markets. 

The deals are part of 
efforts to take up and 
strengthen strategic regional 
positions as deregulation of 

the power Industry spreads 

across the country. 

CMS. which owns Con- 
sumer Energy, the leading 
utility in Michigan, paid 
Duke Energy, based in North 
Carolina, Sl.abn in cash and 
assumed S300m in debt for 
the Panhandle Eastern Pipe- 
line Company. 


The assets include almost 
11.500 miles of pipeline 
which extend from the Gulf 
or Mexico oil and gas fields 

and coastal storage facilities 
to Michigan, and a shorter 
link to production faculties 
in Oklahoma and Kansas. 

These lines will connect 
directly to regional networks 
controlled by CMS, and- 
increase the group's distribu- 
tion holdings to 22,000 miles 
of pipeline and 20,000 miles 
of oil and gas gathering 
systems on four continents. 


William McCormick, chair- 
man. said the deal would 
increase CMS's profits imme- 
diately on completion, and 
analysts said the company 
was likely to benefit more in 
future as natural gas contin- 
ued to gain share from coal 
in power generation. 

Duke, which has more 
than $24bn in global assets, 
said it would reinvest the 
proceeds in other areas. 

Montana Power, which has 
announced plans to buy 
back up to 18 per cent of Its 


shares and is focusing on 
power transmission, said 
PP&L bad agreed to pay 
S1.6bn for 12 of its generat- 
ing plants plus a majority 
stake in a joint-venture coal- 

fired station. 

The deal is an ambitious 
step for PP&L. a relatively 

small eastern utility, which 
is moving into a region 
where deregulation is more 
advanced than in other parts 
of the US. 

The Montana plant is an 
Important source of power 


Citigroup casts off 
Noah’s ark legacy 

Bank has problems over integrating SSB, 
write John Authers and Tracy Corrigan 


A nalysts trying to make 
sense of the mess at 
Citigroup, the vast 
financial company created 
by last month's merger of 
Citicorp and Travelers 
Group, must decipher both 
personal and strategic issues 
within the group. 

At the weekend, Sandy 
Weill and John Reed. Citi- 
group's co-chief executives, 
announced a change of 
course in integrating the 
Salomon Smith Barney 
investment bank with Citi- 
bank's vast corporate bank- 
ing business. 

Jamie Dimoo, Citigroup 
president, resigned, while 
Deryck Maughan. the former 
Salomon chief executive who 
was running the corporate 
and investment banking 
business in conjunction with 
Mr Dimon. was named vice 
chairman of Citigroup, 
reporting to Mr Reed and Mr 
Weill. 

Meanwhile. Victor 
Menezes, formerly a co-chief 
executive of corporate bank- 
ing with Mr Maughan and 
Mr Dimon, continues in 
charge of the merged corpo- 
rate bank, now working with 
a new co-chief executive. 
Michael Carpenter, formerly 
of Travelers' insurance arm. 

Nobody on Wall Street was 
expecting the move, and Mr 
Dimon’s departure, in partic- 
ular. created shockwaves. 


His resignation has been 
variously attributed to prob- 
lems in integrating Salomon 
Brothers and Smith Barney, 
which merged a year ago, to 
a deterioration of his per- 
sonal relationship with Mr 
Weill, his long-time mentor. 

For those who believe the 
departure of Mr Dimon is a 
punishment for tbe S325m 
loss suffered by Salomon 
Smith Barney in the third 
quarter, the fact that Mr 
Maughan. who ran Salomon 
Smith Barney with Mr 
Dimon. has not been an obvi- 
ous casualty of the shake-up 
is somewhat inconsistent. 

Mr Maughan worked for 
the UK Treasury and Gold- 
man Sachs before joining 
Salomon Brothers. He ran 
the highly successful Japa- 
nese operation of Salomon 
that made most of its money 
in the business of bond arbi- 
trage trading. 

People close to Salomon 
Smith Barney say Mr Dimon 
had warned about the losses 
in advance and bad pushed 
for the closure of Salomon's 
US arbitrage business, which 
may have prevented even 
worse losses. 

Mr Menezes is the clearest 
beneficiary. He is a perfect 
example of the kind of Citi- 
corp executive to have flour- 
ished under Mr Reed. Bom 
in India, and educated, like 
Mr Reed, at Massachusetts 



Reversal of fortunes: Jamie Dimon, left, resigned while Deryck Maughan was named vice-chairman 


Institute of Technology, he 
built his career in Citicorp's 
sprawling emerging markets 
business. 

As co-chief executive of 
the corporate and invest- 
ment banking businesses, he 
will focus on emerging mar- 
kets and transaction bank- 
ing. while Mr Carpenter will 
focus on the brokerage and 
capital markets businesses. 

As Michael Mayo, banking 
analyst at Credit Suisse First 
Boston, put it “Their man- 
agement structure was a 
little bit like Noah’s Ark. 
They brought a lot of people 
along two by two. So you are 
going to see some shake-out 
due to a management struc- 
ture that's still somewhat 
top-heavy." 

But several of the market's 
assumptions about how Citi- 
group will be run have now 
been called into question. 
First, and most clearly, was 
the idea that Jamie Dimon, 
the sole president of Citi- 


group, was the clearly 
anointed heir apparent. 

Now, analysts must factor 
an uncertain succession into 
their assessment of Clti- 
group's prospects. 

Secondly, it had been 
assumed that Travelers had 
become a “more equal" part- 
ner than Citicorp. Last 
month, the corporate 
restructuring created four 
senior executives to run the 
US operations, all drawn 
from the former Travelers. 

The latest announcement 
seems to suggest the former 
Citicorp may well be the 
dominant partner in the new 
bank that emerges, given 
both its lack of big losses 
and its expertise in emerging 
markets. 

A third problem for Wall 
Street is that confidence in 
Mr Weill’s famed ability to 
squeeze costs out of acquisi- 
tions has been badly dented. 
Several analysts said this 
was the first merger Mr 


Weill has carried out which 
was not an acquisition of a 
firm In trouble. His trade- 
mark cost cuts will be much 
harder than usual. 

The dent in the credibility 
of Citigroup's long-term 
strategy could prove the 
most damaging. The incident 
appears to prove that there 
was no settled plan on bow 
to merge Salomon Smith 
Barney Into Citibank, and 
Mr Reed and Mr Weill will 
now be placed under much 
greater pressure to find cost 
savings swiftly. 

As one analyst put it yes- 
terday: "The Street has been 
prepared to give this com- 
pany the benefit of the doubt 
- and a higher multiple - 
because people hoped that 
Sandy had a template that 
the market hadn’t figured 
out, on how he was going to 
mate this thing work. Five 
months later, people realise 
he didn't have a card up his 
sleeve." 


MEXICO BANAMEX AND J3AN COMER REPORT 

Mixed results offer 
banks some comfort 


By Henry Tricks in Mexico City 

A sudden rise In interest 
rates blew a nascent recov- 
ery in Mexico's banks off 
track in the third quarter, 
but there were tentative 
signs the year may end with 
good news for the belea- 
guered banking industry. 

Beset by trading lasses 
after international financial 
turbulence reached Mexican 
markets in mid-August, 
Mexico's two largest banks, 
Banamex and Bancomer, 
reported mixed third-quarter 
results lute last week. 

Banacci. Banamex's parent 
company, hod a three-month 
loss of 730m pesos <S78m>. 
though in the year to Sep- 
tember it had profits of 
1.51-lbn pesos. Grupo Finan- 
eiero Bancomer lost 327m 
pesos in the quarter, and 
2ft!ra pesos over the first 
nine oiouths. 

The losses were less than 
analysts had expected, 
partly because Mexico's 
National Banking and Secu- 
rities Commission Intro- 
duced rules enabling banks 
to remove some of their 
security investments from 
trading accounts, which mit- 
igated the effects of a sharp 
drop in stock and bond 


prices during the quarter. 

Bankers also touted an 
improvement in the operat- 
ing performance of the 
banks because of higher net 
interest margins - the bed- 
rock of a bank's profitability 
- though this was partly a 
side effect of higher interest 
rates. 

There were also some 
unpleasant surprises, ana- 
lysts said, notably steep 
losses from both banking 
group's long-distance tele- 
phone subsidiaries, strug- 
gling to compete with the 
dominant carrier TeLmex. 

For the banking sector as 
a whole, getting over the 
upset of the third quarter 
hinges on two crucial ques- 
tions: How much will inter- 
est rates decline? And how 
will the government settle a 
protracted political battle 
over the cost of bailing out 
the banks in the past three 
years? 

The rise in interest rates 
In September to real levels 
well above 20 per cent led to 
a 4.4 per cent contraction of 
Ban comer’s loan portfolio in 
the quarter. Banamex's lend- 
ing also declined slightly, 
though Jorge Hierro, an 
executive, said it partly man- 
aged to offset the fall in peso 


loans by offering dollar cred- 
its to top-tier clients. 

The credit contraction was 
particularly galling to the 
banking sector, since it had 
only begun to lend again 
this year after a three-year 
hiatus. During October inter- 
est rates eased, but not nec- 
essarily by enough to revive 
lending, analysts said. 

“If we continue with real 
rates of 20 per cent, you're 
going to see no loan growth 
whatsoever," said Carlos 
Gomez, a bank analyst at CS 
First Boston, the investment 
bank. "But if they go down 
to. say, 5 per cent, loan 
growth could be significant." 

Equally important for the 
banks is a swift resolution to 
the so-called Fobaproa dis- 
pute. named after the gov- 
ernment trust fund that has 
spent more than 550 bn pesos 
bailing out the hanks to the 
outrage of opposition parties 
in Congress, who claim they 
were not consulted. 

A possible settlement, 
debated between the govern- 
ment and most opposition 
parties, may include a S3bn 
scheme to provide new dis- 
counts to struggling debtors. 
Bankers said they hoped a 
bill would go to Congress by 
November 15. 


Empire to buy 
rival Oshawa 


By Scott Morrison in Toronto 

Empire, the Canadian food 
retailer, has agreed to 
acquire tbe rival Oshawa 
Group for CS1.5bn ($970m) in 
cash and shares. The acqui- 
sition would be completed 
through Empire's Sobeys 
chain and would position the 
company as the second larg- 
est Canadian food retailer 
and distributor with annual 
revenues of about CSlObn. 

The transaction would 
leave Canada with three sub- 
stantial supermarket groups. 
Loblaw, the biggest, last 
week announced it would 
acquire Provigo, the largest 
Quebec chain, for CS1.6bn. 
US-owned Safeway, which 
has a strong presence in 
western Canada, is the third. 

Consolidation in the Cana- 
dian supermarket industry 
mirrors similar moves by US 
food chains fi ghting to retain 
market share against dis- 
count retailers such as Wal- 
Mart. the US group. The 
recent deals among Cana- 
dian grocery chains were 
seen as defensive, with ana- 
lysts saying it was only a 
matter of time before Wal- 
Mart made its presence felt 
In Canada. 

Under terms of the trans- 
action. Empire will pay 
C$79m for all outstanding 
Oshawa voting shares. Four 


of the five members of the 
Wolfe family, which controls 
80 per cent of Oshawa's vot- 
ing shares, have agreed to 
tender their stakes. Empire 
would also offer CS38 for 
non-voting shares, which 
represents a 10 per cent pre- 
mium over Friday's closing 
price. Empire said its offer 
consisted of 73 per cent in 
cash, or about C$L02bn, and 
27 per cent in shares. 

Officials from both compa- 
nies said the transaction 
would enable the new com- 
pany to establish a national 
presence capable of operat- 
ing in tbe increasingly com- 
petitive food retail and dis- 
tribution market. Empire's 
Sobeys chain, the largest 
retailer in eastern Canada, 
has been expanding into cen- 
tral provinces. 

Oshawa, which was 
formed by the Wolfe family 
85 years ago and grew into 
the country’s second largest 
food retailer and distributor, 
had been rumoured as a 
takeover target for several 
months. While performing 
well In western Canada, the 
group has struggled to make 
profits in Ontario and group 
earnings have been flat for 
the past decade. Analysts 
said the company had failed 
to expand and upgrade its 
IGA supermarkets to com- 
pete with superstores. 


for an area including Calif 
omia, which opened its mar- 
kets to free competition ear 
Iier this year. 

Yesterday's deal, which 
Included 11 hydroelectric 
plants, also gave PP&L con 
trol of the Colstrip generat- 
ing plant, rated the second 
biggest in the west, with 
more than 2,200 MW in 
capacity. 

The company plans to bor 
row 65 per cent of tbe con 
sideration and issue bonds to 
cover the balance. 


Reit pulls 
out of 
$734m 
purchase 

By Richard Waters in Ken' York 

One of the most acquisitive 
of tbe US real estate Invest- 
ment trusts (reits) retreated 
from one of its largest pro- 
posed purchases yesterday, 
adding to the flurry of legk 
action its failed deal-making 
has attracted. 

The decision, by Crescent 
Real Estate Equities, reflects 
the stronger headwinds 
that the public property 
companies have faced in cap- 
ital markets in recent 
months. 

One of the most popular 
sectors of the stock market 
until the end of 1997. reits 
have seen the cost of raising 
equity rise throughout this 
year, followed more recently 
by a drying up of the debt 
finance to support acquisi- 
tions. 

Crescent and Reckson. 
another reit, agreed in July 
to pay $734m for Tower 
Realty Trust, whose portfolio 
of office buildings is 
heavily concentrated in New 
York. 

Doubts about the transac- 
tion have been rife in recent 
weeks, however, and yester- 
day Tower said that the 
two purchasers had can- 
celled the plan. Tower said it 
would file a lawsuit over 
what it called “a wilful 
breach of tbe merger agree- 
ment”. 

Crescent already faces a 
similar lawsuit from Station 
Casinos, which it had agreed 
to buy for some $800m before 
the merger was called off in 
August 

The failure of the Tower 
deal follows a collapse 
in Crescent's share price 
in recent months. The com- 
pany's shares, which 
reached a high of $40Ji at 
the end of last year, were 
trading at $25*4 yesterday 
morning. 

Crescent, which is con- 
trolled by Richard Rainwa- 
ter, the Texas investor, was 
one of the most prominent of 
the office reits that came to 
the stock market in the mid- 
1990s. Its shares remain fur- 
ther from their peak than 
rivals like Equity Office 
Properties Trust and Boston 
Properties, which have expe- 
rienced a bounce in recent 
weeks. 

The arrival of this new 
breed of large public prop- 
erty company was followed 
by a spate of capital-raising 
and acquisitions, as reits 
like Crescent rushed to take 
advantage of highly condu- 
cive conditions in the finan- 
cial markets. 

Among other reit mergers 
to have been cancelled In 
recent weeks, Equity Inns, a 
hotel company, abandoned a 
S990m purchase of RFS Hotel 
Investors. 

Tower's stock, which had 
already fallen well below the 
$24 purchase price promised 
in the Crescent deal, 
slumped further on news of 
the deal’s demise. The stock 
was trading at $17%. a fall of 
$2*/», or 13 per cent on the 
day. 


NEWS DIGEST 


MEDICAL DEVICES 


Medtronic pays $3.6bn 
for Sofamor Danek 

Medtronic, a US maker of medical devices, yesterday said 
It had agreed a takeover of Sofamor Danek. arother US 
medical devices maker, for $3-6bn in stock. The deal win 
turn Medtronic, already the world's leading supplier of 
implantable cardiac devices, into the leading supplier of 
devices used by spine surgeons. 

Sofamor*s shareholders wlH receive $115 in Medtronic 
stock for each share they own, subject to Medtronic's 
stock price averaging $56.97 to $69.63 in the run-up to 
shareholder approval of the deal. In early afternoon trading 
yesterday. Medtronic’s shares were up g at 655, and 
Sofamor’s, which had risen sharply over the last few days, 
were up 8S at 110*. 

Medtronic, based in Minneapolis, Is best known for mak- 
ing devices that control heart rhythms such as cardiac 
pacemakers and heart defibrillators, but it also has a divi- 
sion specialising in neurological products. The acquisition 
of Sofamor wilt greatly increase its presence in the fast- 
growing market for neurological products. Medtronic said 
that worldwide an estfrnated 5m suffered from debifitating 
back pain and more than 275,000 surgical procedures 
were performed each year. 

- Sofamor Danek, the product of a 1 993 merger between 
Danek Medical of the US and Sofamor of France, supplies 
a number of products used to treat disorders of the cra- 
nium and spine. 

The takeover differs from other recent deals in the medi- 
cal devices industry, most of which have been driven by a 
desire among high-growth pharmaceutical companies, to 
quit low-growth orthopaedic products businesses making 
replacement hip and knee joints. 

Richard Tomkins, New York 


STOCK TRADING SYSTEMS 

Nasd, Amex complete merger 

The National Association of Securities Dealers (Nasd) and 
the American Stock Exchange (Amex) announced yester- 
day the completion of their merger, having gained the nec- 
essary regulatory approval. The newly formed entity, now 
known as The Nasdaq- Am ex market group. wiH operate as 
a subsidiary of the Nasd. The merger combines the sec- 
ond and third largest stock trading systems in the US. 
bringing under one management toe Nasdaq's electronic 
market and Am ex's floor-based trading system. 

Frank Zarti will lead the newly formed group and will 
remain chairman and chief executive of the Washington 
DC-based Nasd. Richard Syron will continue as chairman 
and chief executive of Amex. 

The executives did not rule out the need for future job 
losses, but announced none in the near term. They also 
said the now separate operations of the Amex and Nasd 
would be consolidated and that sites in New York and 
neighbouring New Jersey were being considered. 

John Labate, New York 


TELECOMMUNICATIONS 

Revamp hits CANTV 

Third-quarter net profits at Compaftia Anbnima National 
Tetefonos de Venezuela (CANTV), the telecommunications 
company, fell sharply to $37m, down significantly from last 
time’s $127m. Net earnings per American Depositary 
Shares (ADS) fell from $0.89 to $0.26. The company attri- 
buted the fall to a restructuring of domestic and 
long-distance tariffs as well as an increase in provisions on 
uncollectables by Bs38.3bn ($67m) over the corresponding 
period. 

Santos Erminy, an analyst with Actrvalores, a local bro- 
kerage, said toe Increase was part of CANTVs intent to 
“clean" its financial accounts. Among other measures, 
CANTV has shortened the grace period before cutting off 
late-paying customers. Other analysts suggest the 
Increased provisions reflect weaker purchasing power of 
CANTVs customers, provoked by a downturn in economic 
activity. GDP growth forecasts for 1998 have fallen from 
5.5 per cent to negative 1 per cent 

CANTV said the number of telephone lines and puttie 
telephones increased by 3.2 per cent and 18.5 per cent 
respectively, during the quarter. Domestic long distance 
traffic increased 8 per cent from 627m minutes to 676m. 
The volume of local calls increased by 19 per cent Yet 
third quarter net sales were down from $586m in 1997 to 
$501 m this year. Under an agreement with the govern- 
ment CANTV has been eliminating cross-subsidies by 
increasing local rates and decreasing international and 
domestic long-distance rates. 

CANTV is one of toe most-traded shares on toe Caracas 
stock exchange. Yesterday they were unchanged aft® - los- 
ing ground last week in response to an advance warning 
by the company on its latest results. 

Raymond Coiitt, Caracas 
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INVESTMENT BANKING 


CIBC buys stake in IT adviser 

CIBC Wood Gundy Oppenheimer, toe Canadian-owned 
investment bank, has taken a minority interest in Interreg- 
num Venture Marketing, an adviser to information technol- 
ogy companies. Interregnum, a UK-based consultancy with 
representatives in San Francisco. Silicon Valley and Bos- 
ton, identifies commercial opportunities and helps to find 
Investors for growth companies, in part return for which it 
receives minority equity states. It has more than 20 such 
positions. 

The new funds wfll enable Interregnum to hire more . ' 
senior managers and expand US-based services for Euro- 
pean clients. The link win also give access to the Canadian 
Impenal Bank of Commerce subsidiary's advisory and fin- 
ancing expertise. Clay Harris 
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Sometimes you need a little lateral thinking to be ahead of the race. 
It s a way of expecting the unexpected, meeting the challenge of the 
Uclnek unpredictable. -If you expect a different kind of thinking from your 
bank, you should talk to us. Because in everything we do we want to 
be not just any bank, but the right bank for you. ®|® u.ciii 


UBS AG: Private Banking: spUBS Institutional Asset Management: s§»UBS BrillSOn Investment Banking: o$»' V£^Xll‘=: DLi:-v • Private Equity: 
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COMPANIES & FINANCE: UK 


BANKING UK INVESTMENT BANK BECOMES A LEADING ADVISER TO MEDIUM-SIZED COMPANIES IN GERMANY AND AUSTRIA 


Close Brothers buys Freyberg Hambros 


By Clay Harris 


Close Brothers Group, the 
UK investment bank, has 
moved to establish itself as a 
leading adviser to medium- 
sized German and Austrian 
companies by buying a 
majority stake in Freyberg 
Hambros, a Frankfurt-based 
corporate finance house. 

The German firm, to be 
renamed Freyberg Close 
Brothers, was set up in 1991 
as a joint venture involving 
Hambros, the UK merchant 


bank which was broken up 
and sold this year. Close 
Brothers bought its stake 
from South Africa's Investec, 
which took over Hambros' 
investment activities. 

John Llewellyn- Lloyd, 
chief executive of Close 
Brothers Corporate Finance, 
said the deal put the UK 
bank in a strong position to 
advise Germany's Mittel- 
stand, both in its restructur- 
ing as a result of genera- 
tional change and through 
the sector's increased used 


of capital markets. The link 
was aimed at transactions 
within Germany and only 
secondarily at cross-border 
deals, he said. 

Defining the Mittelstand as 
the 42,000 German compa- 
nies with turnover between 
DM25m {315ml and DMlbn 
and employing fewer than 
500 people. Close Brothers 
said the sector accounted for 
half of business turnover 
and 70 per cent of the work- 
force. Three-quarters were 
family owned or tightly held 


and two-thirds were man- 
aged by their owners. 

Ernst von Freyberg, the 
German firm's founder, said 
the deal would enable it to 
escape from the trap of being 
too small. “Boutiques don't 
grow, because they are not 

able to attract and keep good 
people." he said. 

The arrival of Close 
Brothers put the firm on a 
more "corporate" basis, giv- 
ing prospective staff "a clear 
signal that there is life after 
Ernst von Freyberg". 


Although Mr von Frey- 
berg, 40. is not planning to 
leave, be said retention and 
recruitment bad suffered 
since it became clear the 
Hambros connection was 
soon to end. Hambros, in 
any case, had only been a 

financial investor, and the 
two firms had never under- 
taken joint marketing. 

Mr von Freyberg said be 
had approached Close 
Brothers when it became 
clear that other suitors were 
treating courtship as only a 


headhunting exercise. Frey- 
berg Hambros had advised 
on more than GO deals. 

As a result of yesterday's 
deal. Close Brothers owns 50 
per cent plus one share. It 
bought Hambros' 47 per cent 
stake and 3 per cent plus one 
share from Mr von Freyberg. 
The price was not disclosed. 

Natexts. the French bank, 
holds 9.5 per cent; the other 
40 j per cent is split between 
Mr von Freyberg and the 
other managing partner. 
Sandrine Rebut. 


Williams’ link-up talks 
with Tyco break down 


By Charles Pretzfik 


Williams. the former 
conglomerate which has 
transformed itself into a 
security and fire protection 
group, yesterday said it bad 
been in talks about a link-up 
with Tyco International, the 
US conglomerate. 

In a statement to the Stock 
Exchange. Williams said it 
had "exploratory discussions 
with Tyco International Lid 
about a range of options for 
the combination of their 
respective Ore and security' 
businesses." However, it 
added: "These discussions 
have been terminated." Tyco 
issued a separate but similar 
statement. 

The announcements were 
prompted by a sharp rise in 
Williams' share price after 
weekend speculation that a 
deal was being planned. The 
shares closed up 12* ip at 


3S5p, after falling back on 
the announcement. This val- 
ues Williams at £2.8bu 
($4.7bn) compared with 
Tyco's market capitalisation 
of SMbn. 

Tyco, based in Bermuda 
and New Hampshire, is the 
world's largest maker of Ore 
protection systems and ser- 
vices. Last year it bought the 
ADT security and alarms 
group from Michael Ash- 
croft. 

Analysts said the 
announcements could 
weaken Williams, putting its 
strategy in question. “It is a 
recognition that the world is 
moving beyond what Wil- 
liams can offer but. having 
identified the need, the talks 
broke down,” one said. 

Last year Williams bought 
Chubb, the locks and secu- 
rity business, and is anxious 
to expand its fire and secu- 
rity services. 


The discussions are under- 
stood to have included sev- 
eral ways the two could have 
joined forces, from a joint 
venture to a takeover of Wil- 
liams by Tyco. Other options 
are understood to have 
included a merger or pooling 
their fire and security busi- 
nesses into a new company 
which would have been spun 
off separately. 

A resumption of talks has 
not been ruled out. Tyco 
does not have a habit of 
going hostile. 

The talks broke down 
because the valuations being 
informally suggested by 
Tyco were considered insuf- 
ficient. However, no formal 
offer was made. They were 
held at a senior level, with 
Sir Nigel Rudd. Williams' 
cliairman. and Roger Carr, 
chief executive, meeting 
Tyco's chairman, Dennis 
Kozlowski. 


Losses on Heathrow 
Express cut back BAA 
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By Michael Skapoiker 


BAA yesterday announced 
first-half pre-tax profits 
down 1 per cent to £307m 
(S519mj, largely because of 
the cost of the Heathrow 
Express train service, which 
is carrying fewer passengers 
than expected. 

The airport group's results 
were, however, in line with 
expectations and the shares 
rose 22p to 894 !4p. Passenger 
growth was strong, with 
traffic up 7.6 per cent in the 
six months to September 30. 
Sir John Egan, chief execu- 
tive. said he expected 7 per 
cent traffic growth for the 
full year, falling to 4-5 per 
cent next year. Profits were 
also affected by a rephasing 
of airport charges from the 
first to the second half. 

Turnover was up 22 per 
cent to just over £ibn, 
boosted by the acquisition of 


World Duty Free America 
and Naples airport. 
Although earnings per share 
before exceptional items 
were down slightly to 22.7p 
(22.8p). BAA lifted the 
Interim dividend 82 per cent 
to 5.3p. 

The Heathrow Express, 
which runs to London's Pad- 
dington station, is carrying 
an average of more than 
10,000 passengers a day. com- 
pared with a target erf 13.000. 
The service, which was 
launched in June, made a 
£2m loss but is expected to 
break even by the year-end. 
This compares with an ini- 
tial target of £7m-E8m profit. 

Interest on the project was 
capitalised until its opening, 
but is now charged to the 
profit and loss account, cost- 
ing BAA £10m. Sir John said 
customer satisfaction with 
the service was high but 
mast passengers were from 


the UK. BAA would now tar- 
get overseas visitors. 

Sir John said plans to 
build a fifth Heathrow termi- 
nal had again been post- 
poned because of the dura- 
tion of the public inquiry. 

He said that while he 
remained confident the ter- 
minal would win planning 
approval, he did not expect a 
decision until 2001. The ter- 
minal would not open before 
2006. 

Growth at Gatwick and 
Stansted had helped to take 
the strain off Heathrow, 
which was now overloaded. 

Sir John said he had not 
lost hope that the abolition 
of intra-European duty-free 
sales, scheduled for next 
year, would be postponed. 
BAA will be allowed, under 
its regulatory regime, to 
recoup 70 per cent of the 
business lost through 
increased airport charges. 


Normal companies suffer 
when their customers hit a 
brick wall. But BAA tends to 
thrive when airlines press 
the self-destruct button. Air- 
lines heading into economic 
turbulence with too much 
capacity have to cut prices. 

Yields suffer, but BAA still 
benefits from reasonable pas- 
senger volumes. This time 
round, though, ' BAA may 
share more of the pain. Pas- 
senger traffic at BAA is cer- 
tainly buoyant. ui> 7.6 per 
cent for the half year. But 
hopes that it could remain at 
a robust 5 per cent next year 
as the cycle heads south 
could prove optimistic. After afi, several airlines appear to 
have kicked their addiction to growth. Aircraft on order 
accounted for more than 20 per cent of the world's fleet in 
1989. It was just under to per cent last. year. And British 
Airways, which accounts for 35-10 per cent of- BAA’S traffic, 
is planning only modest, if any. capacity; increases. 

A further wrinkle in yesterday's good set of results is 
BAA's increasing exposure to currency volatility. The acqui- 
sition of Duty Free International means BAA now has both 
dollar and sterling strength to blame when spending per 
passenger dips. Getting bigger means BAA improves its 
negotiating power, but suppliers too are consolidating, 

BAA remains a core defensive stock with an enviable 
record of strong earnings growth. But with some of its 
ventures -Heathrow Express. World Duty Free Americas - 
slightly underperforming, the company does not deserve 
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more than its modest market premium. 




Williams 

Talks are off between Williams and Tyco International, but 
that is sorely not the last word on the matter. Some tie-up 
between the two makes sense, combining Williams* Euro- 
pean markets and Tyco’s US presence. The trick is what 
shape this would take, given that only part of Tyco fUs with 
Williams. Transatlantic joint ventures can be tricky to man- 
age. An injection of Tyco assets into Williams in return for 
an equity stake may seem neater, but could prove less 
palatable for Tyco. Williams shares have slightly underper- 
formed the market over the past year, despite the radical 
corporate surgery undertaken by the management. The won- 
der is why Tyco, with its more highly-rated paper, does not 
strike now with a hostile bid. Williams is lucky Tyco seems 
to shrink from such violence. 
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foreign income dn rt da n d element second mtenm. metes 3 l875p to date. 


AB Foods planning US expansion 


By Afeon Smith 


Associated British Foods 
plans to expand In North 
America by buying small 
companies whose technolo- 
gies it can expand into new 
products and markets. 

"We want some smaller 
companies with technology 
we can grow," said Garry 
Weston, chairman. "The US 


has a lot of small companies, 
such as family businesses, 
that we can buy relatively 
cheaply.” Last month, it 
bought SPI, which makes 
pharmaceutical ingredients 
and supplies polyols used as 
sweetening agents. 

His comments came as 
ABF announced pre-tax prof- 
its of £39lm ($66im) for the 
year to September 12. This 


compared with £S50m in 
1997, £424m of which came 
from the sale of the group’s 
Irish retailing business and 
its Australian adhesives 
operation. Operating profits 
on continuing businesses fell 
from £342m to £3l6m- 
Mr Weston said the high 
level of sterling had cut prof- 
its by £37m, and there were 
also exceptional provisions 


of nsm. He said the com- 
pany would appeal against 
the £28m fine imposed last 
month by the European 
Commission on British 
Sugar and three other UK 
sugar companies for alleged 
price fixing in the late 1980s, 
before British Sugar was 
bought by ABF. 

The shares rose 29p to 
589p. 
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ONPEACEUMITED 

(incorporated in Hong Kong with limited liability) 
Redemption of HKS 1.800.000, 000 
115^0 Guaranteed Debentures Due 2001 
(the "Debentures") 


NOTICE 


The Board o» Directors l the Tnr«n«*s’l ol On peace limned I the 
'Company D hereby »ve nonce ic> me holders of the Debentures pursuant 
to the provisrcn.-. of Clauses Sub) and 16 ol me terms and conations ol the 
Debentures Who 'Conditions’* that the Company uviD. on 4 December IMS 
metase its rights pursuant to danse Sib* ol the Cunrfmns and redeem aB 
Debentures outdancing on c December 1996 at the* principal amount, 
and m kcc> dance with Clause J ol the CondUions. pay outstan-ing 
■merest due and ovunq cn the Debentures o» HKS 111.J50.000 for the 
period from 6 June 1998 up to ■! December 1998 and will on -l December 
1993 in accordance with Cause IE 01 ol ihe Ptiyvig Agency Agreement 
dated 22 November 1991. terminate the appantment ol Banque Generate 
du Lncmbeurp S A. » the Pwrvj Agent of the Debentures. 


Settle monl arrangement for me principal arvl interest omno vmJI t*- made on 

tilie 


J December 19SU agamst surrender of the Dctoenwe certificates with 
coupons attached ai the pnnapil oNk* ol the Paying Agent 

By Order of the Board of Directors 
Date 3 Ncnemter 1938 


Banque GEnErale 
du Luxembourg 

The Prying Agent 


TRENNO 


SwirlM Trmnq • KrrHnnl < HTsv * |iftj \ iu l|<f<elin!»> \fcluvi 

**tur ojnul «*f I •» "f ‘M I irailkil fnlt |«*l 
itk'l Kim-iit ViLm Vi i/rJI 41 Hir TrilHRalilMlLiii 

T.lMiil' tlltol \ l I Nil 


ItFPOKT (IX Till- I’lKST HALF OF 1998 


"V*ni,v i- Ini' In <_i»rn ilui rln- It*, in I tViiilrr-’ itu- firj 

Ini If i '( f ,ll VI. ri.imriil In Vrr J1Ji!,„iiiiiuM„fil|i-t itil IS.It- ami in 
■nmtilMirr mill, \n. u nf I D\MlR Kr-uliiiiml Nn. ,'J1".-| .it Jinn- ,10. 
I'HI-t. in« .it mill, |r fur (In- |inlili,- 

< I'mi I it nipH'-ii ,1 ln>m ihr Hi'.n-rrn'il tiffin uf iU- tjimpanv 
mi-1 in lulnuid *• |> V ai >■ 1'un.i AIT.in Milan 



NATEXIS 

cnoun 


Press release before 
yoir paper goes to press. 



Open for 
business. 


BPS 


Residential Property Securities 
No.4PLC 


£290,000,000 
Class AI Notes 


£180,0001000 
Class A2 Notes 


Mortgage Backed Floating Rate Notes 
due 2023 


In accordance with the provisions erf the Notes, notice 
is hereby given that for the three month period 
30th October 1998 to 29th January 1999, the Goss AI 
Notes and Class A2 Notes will cany an interest rate 
of 7J25% and 7.4% per annum respectively. The 
interest payable per £100.000 Note will be £137.73 for 
the Class AI Notes and £1.844.93 far the Gass A2 Notes. 


GREENWICH NATWEST 


Country reviews— 191 Countries— 191 retorts! 
ftiUaL Ecnorafc. Qrpnr. Em iron m en tal Thuds 
Commoriol Cbu bttctnjiianal, Inc. 

SI'S W '*5 per Kq«xt uid» dNronro for multiple ardm_ 

191 fepom for SUS 2.900 

Order uo ibc fadpi#nwi 


Call l-tOI!t-)bS-en23 IloU free in US» or TI3-J5S-6S00 <ouuadc US.1 
«r bx at a 7 l.t-355-’DUB 


71r FT GUIDE TO WORLD CURRENCIES, pritBihedroMoufaj - * 
ncivt pj pet aai coverinj! over 200 mueuutj. g now avtHAle by tfaflbig ifae foJowiag 
mustier from die kevpicl or baodm of yoor £n inadooe. 0891 437 Q0L 
Calls are dxapd at 39pfn«n cheap «ead 49ptoBi K *D «her times. For renice 
outside the UK jiase telq*Bae^ +44 171 Sri 4378 far death on CHyifaie taenadooaL 


BUSINESS OPPORTUNITIES 


AUCTIONS 


HEADERS ABE BTOO M IBBIP TO SSK APPROPRUtTE P R O FESSI O N AL 
ADVCE BEFORE ENTBIMQ KTO COMBTMENTS 
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IMPORTERS & DISTRIBUTORS WORLD-WIDE 

VIAGRENE 

the REAL drink. 


Non-alcoholic. Non-pharmaceuticaJ. Carbonated beverage. 
Idea! on its own or as a cocktail with Gin. \fodka, Tequila. 
Best seller in clubs, pubs, discos etc. 


Tel: +358 208 335588 
Tel: +46 8 466 2990 


Fax; +358 207 335577 
Fax: +46 8 466 2999 


By Order of Hussmarm Manufacturing 
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SHORT NOTICE 
SALE BY PRIVATE TREATY 
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. REMAL/NORDSON ELECTROSTATIC 
POWDER COATING FACILITY. 

Work Envelope 1 Z x 2f x 4'ff', 

Variable Speed to 6‘/Min. Max Component Weight 30Kg 
For further detail, please conlad John Cowing 


cimtsrtEft.t 


* ‘ HENRY 
Jjj BUTCHER 


Tel: +44 (0)171 4058411 
Fax: +44 (0)171 405 9772 
emai: tenrybuteher^rtloiisQdiaCplpex.coin 




RifureSdurce 



The new Weekly Petroleum Argus 

Petroleum Argus 

Free trs. (4 -- 1 '.-'I'- 35S87S2. Enur-: ss'.as = o-.'Jrslouri-x.-nys.ccn; 



SUCDEN 


FUTURES, OPTIONS 
S FOREX 


If you would like to advertise, or require any 
further information, please contact: 
Sherie Donovan 

Tel: 0171-873-4928 Fax: 0171-873-3062 


Home and Office Software. 


For more information please cafl: 

Tel: -44 171 873 334B Fax: +44 171 873 433T 


employees® 

your.fingertips 


IT Appointments in Hie FT. 


Foe more information on advertisin'-’, opportunities 
please call-. / 

Tot +44 171 873 3351 Fzx: +44 171 873 4331 


DnbGa : Ireland 

Take advaniagc of Ireland's tax 
hcruTus through Dublin's rmest 
Business Centre. Superb serviced 
offices. Corponue & Confidential 
Identity with your own tetephane. 
fox and e-mail. Full company 
formation including Registered 
Office and Company Secretarial. 
Call or write to 10 Windsor Place, 
Lower Pembroke Street. Dublin 2. 
Ireland. Tel: 00 353 1 634 4444 or 
Fax: 00 353 1 634 4445 , 


Management Buy-Out 
Wbat is your conipsny worth? 

PCqwadtaa vdtaom nrodek * wed by 
nnane cpiBfaa. + VXE 
Fxfiaihcrdm'hanBZ 
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BUSINESSES FOR SALE 
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BUSINESS SERVICES 


Hampshire Trust 

fsctois 

INVOICE FINANCE 

FAST 


FLEXIBLE 
COMMERCIAL ‘ 

tak Byme or Chris Watt 
Telephone: (01908) 645544 
Facstm&e: (01908) 649Z72 


FREE BUYERS 


QmA tba teas betira jou tauy 




0761 


GUIDES 


BUSINESSES WANTED 


FOR SALE 


OmceBULWNG rtAR AHPORT 

OoitfwmD 


^■jSfiOO MqUtee mdtne. I'..- 
DM730Maarp42 
ySNfcy , pride igjjf 

•T»iw8 watting fayo urtM A 


Tel: 0049 2303 22445 
Fax: 0049 2303 2623 


AUTOMGnVE/TNDUSTfifAl. 
FASTENER QISTRISUTOR 


Large US company bas call foods 
for acquidlion to prow esrsblished 
UK subsidiary. Seeks profitable 
fastener distributor with minimum S 
years trading his tory and 'turnover 
to the £1 -10m range. 


RepbslflcatfdaueiK y _ 
MrD Bailee 

lUrectDr 

Cardm IwtBtrte, ( UKl Ltd ~ 
Sana Wry 
Wahwrtb ■ . 
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CHRISTIE &. C2 


I NTERNAT10NAL 


Jamaica 


Plantation Inn, Ocho Rios 

• Spectacular ocean-front resort hotel with private beach. 

• 76 en suite bedrooms and 2 villas. 

• Restaurant, bars, conference and leisure facilities. 

US$ OFFERS INVITED FREEHOLD 
Ref 84/FT/I WJ 

. Negril Gardens, Negril 

• Ocean-front hotel in popular resort on *7 mile’ beach. 

• 66 letting bedrooms. 

■ Restaurant, meeting facilities, beach and pool bar. 

• Swi mm ing pool and tennis court. 

US$2^50,000 FREEHOLD 

Ref 84/FT/ i 8/ J -.1. 


For further information contact: ' 

; Jeremy HiU or Patrick Ryan ' ”- 

. . - International Division 
Christie & Co 

Tel: 444 171 227 0747 Fax; 444 171 227 0750 
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International Offices: London Pari-; 
Birmingham - Bristol • Edinburgh • Exet-f- 
Glasgow • Ipswich Leeds - London- Manchestc 
Milton Keynes • Newcastle • Nottingham - V/inche 


WANTED 


Manufacturer of MFC Cabinets and Panels for Kitchens 
& Bedrooms. T/O up to £3m. Turn Round situation 
preferred. Midlands Base preferred! 


We want your 


Write to Box B6173. Financial Times. 
One Southwark Bridge. London SE1 9HL 


For more information on Classified Business Advertising 
m the FT please call: 

Tel: t 44 171 873 3349 Rax: +44 171 873 3064 
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Deutsche Post deal with Securicor 


. ,W ’ 


By TtoroM Barker 

Deutsche Post, the German 
stat&owned postal sendee, is 
paying £223m (*873m) for a 
50 per cent stake in Securi- 
cor’s US parcels distribution 
business in a drive to build a 
pan-European network 
ahead of the liberalisation of 
European Union postal ser- 
vices. 

Klaus Zumwinkel, chief 
executive of Deutsche Post, 
said the investment which 
follows the purchase of a 25 
per cent stake in DHL, the 


courier company, earlier this 
year, was in response to its 
customers’ growing interna- 
tional requirements. 

The joint venture, which 
will trade under the namo 
“ Europack" and will only 
serve the business- to-b usi- 
ness market, is likely to be 
followed by further deals in 
the run up to Deutsche 
Post’s planned privatisation 
in 2000. 

The joint venture with 
Securicor, the distribution, 
security and telecommunica- 
tions company, will give it 


access to one of the stran- 
gest parcel distribution net- 
works in the UK and Ireland. 

Soger Wiggs. chief execu- 
tive of Securicor, said that 
its existing European parcels 
business was relatively 
small and that the joint ven- 
ture gave the opportunity to 
grow with Deutsche Post in 
a rapidly expanding 1 part of 
the market. Ur Wiggs said 
he expected the cross-border 
parcel market to grow at 
about 15 per cent a year, 
against about 5 per emit for 
the UK internal market. 


The proceeds of the sale 
might be used to support 
Investment in Cellnet, its 40 
per cent-owned mobile tele- 
phone network, or to expand 
its security business. Mr 
Wiggs said. 

A return of excess capital 
to shareholders might also 
be considered. 

Paul Marsh, an analyst at 
Morgan Stanley Dean WhJt- 
ter, said: ‘"The deal values 
the Securicor distribution 
business at a 33 per cent pre- 
mium to our estimates and 
gives an improved outlook 


for the business.” 

Securicor has put options 
enabling it to sell the 
remaining 50 per cent to 
Deutsche Post after seven 
years or if it is taken over. 

Deutsche Post, was 
advised by Deutsche Bank, 
while Securicor was advised 
by Lazard Brothers. 

The announcement 
included a trading statement 
that pointed to profits in the 
distribution division being 
lower than last year, due to 
new investment and the eco- 
nomic slowdown. 


Imperative for a Europe-wide parcels service 


Andrew Edgecliffe-Johnson and 
‘ Graham Bowley report on Deutsche 
Post's transaction with Securicor 


WM-'&M+r*- 
Ijdgjjrsgffi «r» *>• 

. 5* -3 ’ ~ T i~‘ 

^ V- 


=fc*£ 3S&. >F ; 'V-' 

ti * : 

4%i * t'-.t 

•’ ••• • • - • • 




expulsion 


m =t£ i j- 

mmmy-- -• 








,. 4Vr i ■ .... 




AUCTION P 


Bjg&tfoit notice ' 
H|ii)fc-JHIIVATc TREAr 

rr-V fi- 1 ; 7 -**■ - si ".'•.T * : 

m r -• 

- * r * -■ " 



-- 


SALE -% 

r ■' c * t ■■ ■■ 


i-v '■ 


V‘1 ■- 






, : !%'• 


-..i >' ■- 


-'tftiS, * '• 

j y iii fajlfaro -. : fcyr s ; : tT • ” 


j :* ■ 








. wars*- 4 -’ 







lip^ want 
ip^ljusine' 


/OU r 





T he parcel delivery busi- 
ness has come a long 
way since the 1960s. 
when Securicor’s cars 
started carrying the odd 
package as they did the 
rounds of their hi gh street 
banking customers. 

Yesterday, the industry 
took a further step forward 
with the purchase by Deut- 
sche Post of a 50 per cent 
stake in Securicor’s UK par- 
cels business, the latest ele- 
ment in the German postal 
service's planned Europe- 
wide distribution network. 

According to Pat Howes, 
the former security patrol- 
man who heads Securicor’s 
distribution division and will 
become chief executive of 
the joint venture, the single 
European market has 
changed everything. 

“Europe is becoming an 
expanded domestic market. 
Customers expect the same 
quality and speed of service 
they receive at home.” 

G On ter Tu mm , one of 
Deutsche Post’s representa- 
tives on the joint venture 
board, said the market for 
express and parcel deliveries 
has expanded rapidly as 
trade barriers had come 
down across the continent 
“We expect it will increase 
from DM44bn [$26bn] two 
years ago to DM120bn by 
2005,” he said. “To take part 
you have to be big. you have 
to be financially strong and 
you have, to have partners . 
who are big in their home 
countries.” 


Although domestic parcel 
deliveries grew by almost 15 
per cent in volume terms 
between 1996 and 1998, this 
increase was left standing by 
the 36 per cent growth in 
cross-border deliveries, 
according to recently pub- 
lished research by Market- 
Line International 

International volumes now 
account for 13^ per cent of 
all the parcels delivered 
around Europe, compared to 
8£ per cent in 1996. 

The prospect of tapping 
into a faster-growing mar- 
kets was one obvious motive 
for yesterday’s joint venture. 

By pushing larger volumes 
through their existing net- 
works. both companies can 
look forward to improving 
their profitability unto profit 
margins are in double digits. 

But both Securicor and 
Deutsche Post were also 
reacting to other pressures 
on their existing businesses. 

Securicor, which made a 
£ 12.5m ($20m) profit from 
£290m of turnover from the 
distribution division last 
year, could not afford to 
stand still as consolidation 
went on around ft. It com- 
missioned an analysis of the 
delivery business two years 
ago which suggested that as 
much as a fifth of its domes- 
tic business could be under 
threat if it could not offer 
customers a Europe- wide 
service. 

Securicor has. 16. per cent 
of the UK parcels market, 
behind the Royal Mail's 
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Parcelforce division with 2A 
per cent, but ahead of TOT 
with 9 per cent In value 
terms, the domestic market 
is growing at just 5 per cent 
a year, however, compared 
to an estimated 15 per cent 
growth in cross-border deliv- 
eries. 

Deutsche Post had other 
motivations too. Klaus Zum- 
winkel, a former McKinsey 
management consultant who 
left the. .Quelle mail order 
group to become Deutsche 
Post's chief executive, said 


he had one eye to the state- 
owned group's planned flota- 
tion when signing the alli- 
ance with Securicor. 

“A lot of European post 
offices are preparing for the 
shock of deregulation,” said 
Ian Berridge of Omega Part- 
ners, the post and telecom- 
munications consultants. “If 
they wish to avoid becoming 
the carrier of last resort, 
then they have to emulate 
the performance of the com- 
mercial carriers.” 

The UK was a gap in Deut- 


sche Post's growing Euro- 
pean parcels network. 

It has parcels alliances in 
Poland, Austria, Belgium. 
Switzerland and the Czech 
Republic, and can deliver to 
19 countries across the conti- 
nent thanks to its stake in 
trans-o-flex, which is a 
Europe-wide delivery net- 
work. 

But while Deutsche Post 
delivers 600m parcels around 
the continent each year, a 
mere 500,000 cross the 
English ChanneL 


ADVERTISEMENT 

BUY INTERNETS! 

The Dines Letter has been very bullish on the Internet ' 

groupfor several years, and their three favorites have . 

been America Online, Amazon.com and CMG! . jyB 

The Ones Letter describes the Internet as “the greatest invention since ^ 

the wheel, that win redefine every business on earth.” No portfofbshotfd 
be without an eithy in Ihfe red-hot group, especially buying Ihe inevitable 
pullbacks. But which ones? Let them send you their latest Supervised 
“Internet List,* urgently! Ignore pessbrasts whoVe mistakenly called them 
-overpriced,- *B On way up! 

1 > It is veqicfifftcug de te c t ing the winners in a ted that is so new. without mw,or$moif**ajoj- 
the gutfeanes of established sales and earnings available to Security Analysts in other fields. 
Yet. The Dines Letter’s favorites have been America Online (recommended at 22) and 
Anwzon.com (recommended at 28), which subsequently soared. So let them send you the 
ones they believe wiB do well next! Buy their -Internet List" on every decline 1 

2) Mr Dines was the only Secunty Analyst in the world to have predicted the Asian currency 
crisis- on television, radio, the media and in The Dines Letter -and it is crucial IhalaU investors 
therefore discover what they predict next The Dines Letter's old predictions of The Coming 
Competing Currency Devaluations- have arrived, as predicted, but why are they viewing this 
as bullish tor Wan Street? Might it be that frightened overseas capital Is pouring Into the US 
do Bar. bonds, utilities and famiEar blue-chips such as IBM, Merck, JSJ, and Philip Mams, 
driving them in a stampede cfistantly above tiadknnal, value-based Security Analysis, and 
which could only be understood by the principles laid out to Mr Dines' third and final business 
book Mass Psycricfogy? 

3) The Dines Letter is predicting "a blistering year-end rally, spearheaded by Internet and 
telecom stocks.’ Their dan ng Dow "Buy" signal on September 8th was only four business days 
from the bottom! Find out whether a new “SeBT has been (lashed by them 1 

HERE'S WHAT YOU GET! 

The Dines Letter’s excftingty Berate writing style is only amfdi/*a nwi inf lAhll 
matched by its wfllingness to take definite positions, from FmmfWMtoDate 
-Buy- to "Sen.- and & mdudes many other unique features. 

Let them send w8h your subscription their S25 Instruction * ' -! 

Booklet (included free with paid subscription) and other k ! 

materials too numerous to Esl here. They are easy to read ( , o> w , VV-y. I ! j 

and neither math nor economics is requked. See tor I** -1 ■ r r\M r j 

yourself. Their one-year “Fair Tnar Is espedaBy re com- . fy if f ' i 

mended to give you a fair look at afl The Dines Letter's . f 1 j 

features- each issue is different -without a renewal nobce " f - ’ - 

right away. Why not cal 1-800-64- LUCKY and ask for your ' ... A 
one-year “Fair Trial,* or send them this coupon nght now, - JV yf ‘ ] 

while you’re thinking of B. And, your subscription will \.J[ r*- - j 

definitely include as a free bonus their big 1998 Annual I ’! 

Forecast Issue, to see how accurate they were, if you act ~ = ’ 5 ‘ 

now I As an extra FREE bonus, they will send new "BUY" on 7 Apr 97 

subsatoets the last two issues to get you hnto the swing,’ at 22! 

so you can see for yourself whether or not The Dines LettBr 
r-onifi help you make money! www.dinesletter.coni 

The Dines Letter □ SIMW Enclosed to “Fair TriaT 1-year (20itaaje*J/C49.roO»ef5*nK. 

BOX 22, Belvedere □ 3115.00 Enclosed for S-monlh Tral (ID ksucJ^H 9 DO Ovorum 

CaOfomia 94920 □ S 49 00 Enclosed (or a Look-Soe 34ssue Tial/MS 00 Overseas 

Phone: 1-600-84- LUCKY Piym«n m us Kmte MUST be mtteed. no &«* umptaH FTiira 
NAME . 


CUY STATE ZIP COUNTRY . 

□ Send The Dines Lettei by o-maH a this address (Adobe Reader required): 


NOTICE OF PARTIAL REDEMPTION 
To Ho Id era of 

DOMUS MORTGAGE FINANCE NO.1 PLC 
£100,000,000 

Mortgage Backed Floating Rate Notes due 2014 

Noncv s hereto garni ina n acaMdaiK* «Oi CondAorK s<b)and < no 1 iheN xt^ .me 
Issuer hereby ghos notice to redeem E500.000 pnncpnl a mown o' Noie-, sowed 
randomly as detailed below The date sei tor the manoanw mjnrmon b itw non 
coupen payment due being December ID. I99S. and the Nam mil be rrOc-cmcJ x 
mar prnapal amount phs accrued mtoesL Paymenr mil be nude acarel sunender 
o( the Moles, logettier wW> al aopwtenanl Coupons mabsng after Ihe date set lor 
redemption al the offices ol the Paying Agents, named an ihe Notes. On end aba 
Decembcw 10 TS9S. the redeemed Notes «nH cease b accrue ntcrcd 
The amount al any mtssaig unmanned Coupons «1 be deducted bom Ihe sun due lor 
payment Any airmail ol pnnCbal So deducted «ml be poll aipns! StmendM of tha 
leLatnra missmg Coupons wshm Bve years liom Die dale H payment The redeemed 
Noea uni become vo«J unless presented lor payment mDin ten years ol Die 
radempilondate. 

The nommol amom Dial ml be ouKtandng alHr dh Not os uied beto* have oecn 
redeemed is m. 600 . 000 . 

The Send Numbers (town tor mandatory redemption ai® as Mow* 

374 396 709 B34 924 




"BUY” on 7 Apr 97 
at 22! 

www.dinesletter.com 


The FT can help vmi reach 
addirinnal ho>ine«% readers in 
France. Our liiik with ihe French 
business newspaper. Le> Echos, 
gives you a unique recruiimeni 
advertising opportunity in 
capiulisc on the FTs Enmpean 
readership and to further tugci 
the French hw-inev world. 

For inlixmation on rales and 
further details please- telephone: 

Toby Fin den -Cm lis no 
.. +44 171 S734027 


By The Chase Manhattan Bank 
London. Principal Paying Agent 
and Reference Agent 
November 3.1998 
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BUSINESSES FOR SALE 


rcllKISTH.^C'J] 


Surveyors, Valuers & Agents 


Expressions of Interest 


NJ. Miller of Kingston Smith & Partners 
appointed Administrator 
End November 1998 

THE BERKEILEY PLAYHOUSE CLUB 
IJMTTED - IN ADMINISTRATION 


BustrjEssss For Sale plc 


Essex County Cound Older Persons Homes I BUSINESS AND ASSETS FOR SALE 


Essex County Cooncfl is seeking expressions of interest for the 
proposed sale, ns going con ce rto, of np to 33 MfculM Care 
Homes for Older People. A number of homes wiB continue to 
provide day care. 

The Comfy COtmcil be at l e u tiy coosuit liig on the sale proposals, 
and wffl a dedstan about the fkdare of the homes at a 
meeting on 26 November 199&. 

TIm: homes are situated throughout Che County and curreody provide a 
total of 1.363 bed spaces. 

Should the proposals go ahead ihe homes will be sold through a two 
stage tendering process. The first stage wiB involve the pie- 
qualification and short- Listing of oqpurisations who demonstrate 
relevant experience, financial stahility and a commitment to quality m 
ibeir ctHTcnt provision. In foe second stage, shortlwied otgatusahons 
would be invited to submit tenders. 

Interested paitks should note that the provisions of the Transfer of 
Undertakings (Protection of Employment Regulations 1981 (as 
amended) wiB apply. 

The Council will require any new owner to enter into care co mpete 
for those "-rarir^ M A m occupadoH at the date of transfre and for future 
Social Services Dominations. The Council is cunrentiy considering the 
provisions of these care contracts. 

Interested parties are requested to register their interest 
by 26 November 1998. Infonnatit* pat** >nd piMjualBicaKn 
qouttemufaes wfiB only be dispatched after the meeting on 
26 November 1998. 

Contact Charles Harrison-Pipdex or R obat Mellamphy 
Christie & Co, Healthcare Division 
16 Lower Btook Street, Ipswich IP4 LAP 
IkL 01473 256 588 Fax. 01473 230 071 


• Private Members Club 

• Premises in Mayfair 

• 25 year lease 

• Restaurant and cabaret 


CONTACT: 

NTi:K M 1 1 il , iWk 

OR LEE PRYOR 

OF KINGSTON SMITH A PARTNERS 
ON TEL: 0171 566 3678 
FAX: 0171 566 4021 


KINGSTON 
SMITH 
& PARTNERS 

Or remit StlwfTT 


for sale 




profitable and mature partnaraWp 

burinoos lor safe on radranuntt d 

tha preoant prep*** CWws touted 
tot safe tk business wHV«*hout 
2000 sq It fraahold rife. Cunont 
turnover of £ 150,000 appm*. 

trading bass. 

EaaWbhod ew »7 yo«*- 

Box B6W7. Rnancrai Tunes, _ 
OmSoutfwaikBridga. 
London SE1 9HL 


SPECIALIST 

EH6INEEBIHG C0MPAKY 

For Sale 

AttumodK ladeSVJ 
Capital apdpmmx 
Patented Corw Product 

Derdapadortr batS yean 

Unit Wae Kangr £10^00020.000 

Present Titntow £ln GP3W> 

Potential TanuvtriSo GP33*Sr 

Located in Eat Midland* 

Keason for sales RETIREMENT 

iMWtrt.FtatetanteM^ | 
a— IinltvHWae. 
imteittiM. 


Engineering Company 


TiBnoverSSm 

S. England 

Bsctricai todustrid pwchids 
lor Ihe process iktasttas 

Writ* to: • 

Box B5153 Ftnonckd Tbnes, 
One Souftworik Bridge. 
London SET 9HL 


MIDLANDS ENGINEERING COMPANY 

%>eciaiising in Mechanical Handling 

Turnover (A3 ntillkm 
PBT £360/100 

Cootaae JESemon 
Brook Corporate Finance Li mited 
33 deal Charles Street Bum insham 83 JJN 
Tetepbonc 0121 625 9003 

BwujCapuatenimirnmjUUfdbylheSCTttoAFMaipiAMterln LUmdaMeateroTiK 
^a»<* El^kOfC. 

SUCCESSFUL, SMALL BUSINESS 
COWNJTING/SECRETAII1AL TRAINING CENTRE 

■ Suitable 2 pereon famiy business. 

■ Southern Cathedra] city. 

■ Estrfjlished 8 years with good growlh aid potenteL 
N Suitable franchised or noo-iranchlsed busmess. 

■ Retirement sala 


By Order of the John Administrative Receivers, David 
Ralph and Ronald Speight of Moore Stephens Booth 
While, 1 Snow Hill, London EC1 A 2EN, the business 
assets of the following company are offered for sale: 

HERRBURGER BROOKS PLC 

(In A d m i n i s trative Receivership) 

" Manufacturers of high quality piano actions and 
kitchen, bathroom and bedroom' furniture. 

Established in 1810 

• Turnover approximately £5 million per annum 

* Operates from freehold premises near Nottingham. 

73 acre site, usable floor area of 113,000 square feet 

For further details contact Debbie King 

on 01713340334 \ 


PHARMACHEM SALE 

Long established pharmaceutical trading concern, 
bulk actives - some arms length production and 
JV's; retiring beneficial owner seeks sale or 
merger. 

PRINCIPALS ONLY of synergistic operations 
please contact 

Fax: 44 (0) 1923 836128 


FOR SALE 




Please forward ciprevntmv of immt^ lo David J Mat by, Bonn Oman Johnstone 
Maclay, Tara House. 46 Bath Street. Glasgow G2 IHG. Teh ui4l-332->W. 
Fax: 014 1-333-0 17 ] 


Building Contractors 
North London 

Esi 1<MW T-'o 13.TM with £JOO+t NP, 
Q5H comract work, prime Local 
Authority cuStMUcTMSc, scope lo 
expand, retirement sale 

ra> 01A1F 


Established Business 
For Sale 

Buxine--; Fbrm* Bn4>crjfe 

• Tumo»x-r£ 500 L 

• Gnuii Pn>Tir COOL 

• Renirmcni Suk 
Flv an inf> 4iiiai ion 

UKTOirandum rqdy ir> 
Bm Bb IW Financial Tiiix>. 
One Suuihu jik Bnilpe, 
L-mduii SE1 UHL 


Knr h en/Intebio r Design 
Stockbwm> Bcxt 
E nd 10 ;ws, Vo WIIH*. namsed. 
■mnnl oieitodi - nncmdt pcobtahk 
trade A ictail muddle ■ ujpml mute, 
main road ibcwnwoi - wortxbop 
■cope lo expand, nlocaublc 


ESTABLISHED 

ENGINEERING 

COMPANY 

Kem based 

Excel lom rccurd of profilabilils 
Price: in ihe region of EMfHMKIO 
Tel: U1 227 454627 irefKJ) 


EstabOshad Travel Agency 
Highly Respected with 
substantial databau 


offices, good mix leisure and 
business travel, 

excellent cashflow 

Consistently profitable with 
options for considerable 
Increases Technologically 
advanced. 


Gc.'micc reason lor r zte ■ 6v-iw 
rufjri.n" Principals 0;i).v 


Wice to Bo» BB1B6. RnancW Tlmea, 

. One SouiIvwivK Sriiigo. Lwocn set 8HL 


CAUL CENTRE 
SYSTEM 
INTEGRATOR 

Our client is an established 
integrator of call centre 
solutions, who supply, 
install nod maintain a range 
of call processing systems 
aimed at this market. They 
have a blue chip customer 
base with existing support 
contracts in excess of £l 
minion per annum. 

Replies toBox B6l6^, 
Financial Times. 

One Southwark Bridge, 
London SEI 9HL 


p t ii i , i s HtJFS&sn 


AcifalsItiBii Oppnrtaailf - 
Quality Cmunier Magazines 

Our Loudon based clients wish 
lo dispose of a small stable of 
quality consumer magazine tides. 
Combined coverfedvertising 
revenue is approx. £I3m with 
good profilabilily. 

Each ihfc addresses separate 
sections of a popular consumer 
sector and growth potential is 
substantial The tides have 
established advertising and 
distribution infrastructure and 
appear on all relevant lending 
retail shelves. 

Interested parties should contact: 

AlSatTMA 

BUSINESS: PARTNER 
SSKJ/pCES 
Holloway House ■ Browning St 
Birmingham B16 8EH 


DATA STORAGE SOFTWARE 
DEVELOPMENT COMPANY 

Good sal*?; Chinn*)! with strong 
(jotentiit. 

Turnover £1,000,000. 

Genuine reason for sale 


Bax B617a FtaxU Itees. 
On 5catfcnrfc Bridge 
LakuSClttL 


NORTHERN BASED 
PRECISION ENGINEER 
For Sale 

TUmow around et.Sm per annum 
Grass maigns appro* StTi 
Highly profitable 
Operates in spedatisl niches 


Bos BG172, Hnanohrt Thnaa, 
ona Souttiwarft Bridge, 
London 9E1 9HL 


MGA DEVELOPMENTS 
LIMITED 

(In Administrative Receivership) 

The Joint Administrative Receivers. Nell Tombs 
and Mike More, offer for sale the business and 
assets of the designer, manufacturer and 
assembler of automotive and aerospace 
products. 

• extensive and well equipped 
manufacturing facility (60.000 sq ft) In 
Coventry and Oxford 

• annual turnover c £1 0m 

• skffled and experienced workforce 
(ICO employees) 

• blue chip customer fct comprising 
manufacturers in the automotive and 
aerospace sectors 

• ongoing order book 

For further information, please contact 
Neil Tombs or Michael O'Connor 

ROBSON RHODES RSM 

■■■ Chartered Accountants HM mlemnUonal 

Centre City Tower, 7 Hill Street, 
Birmingham B5 4UU 
Tel: 0121 697 6000. Fax: 0121 697 61 12 


Rctison anodes 6 autfuted Dv me kvmutt cf Cnorterect 

Acco<jntnrits in England and Wdcs to Cdry on r»*etnienr txcjmiss 


The Business section 
today also appears on 

page 16 in the UK edition. 
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MANAGEMENT & LAW 



PEOPLE ON THE MOVE 


Rothschild calls 
on Bell Atlantic 
for chairman 


Raymond Smith, chairman 
of Beil Atlantic, the US 
telecoms group, has been 
appointed chairman of 
Rothschild North America, 
the North American holding 
company of the Rothschild 
Group. 

He plans to leave Beil 
Atlantic by the end of the 
year and take up the post at 
Rothschild from the start of 
1999. 

Yves-Andre 1st el, vice 
chairman of Rothschild, 
described Smith's role as 
“active non-executive". He 
added: B He will be involved 
in the firm's strategy, 
reviewing major transactions 
and helping cement links 
between the firm's offices". 

Smith has worked at Bell 
Atlantic since 1959, and has 
been chairman and chief 
executive officer. He played 
an important role In the 
merger between Beil Atlantic 
and Nynex, and the recently 
announced decision to 
merge with GTE. 

“Rothschild has a very 
talented and seasoned 
group of professionals and 


an enviable client base, 
domestic and international," 

Smith said. “I'm looking 
forward to this new chapter 
in my business career." 

He is a member of the 
boards of directors of First 
Union. US Airways, CBS and 
Lincoln Center. 

One of Rothschild North 
America’s main operations is 
Rothschild, a broker dealer 
specialising in mergers and 
acquisitions advisory work 
and restructurings. It 
recently advised British 
Telecommunications on its 
S30bn joint venture with 
AT&T, a deal that Involved 
the combination of both 
companies' international 
cross-border assets. 

Sir Evelyn de Rothschild, 
chairman of NM Rothschild 
& Sons, and Baron David de 
Rothschild, senior partner of 
Rothschild & Cie Banque, 
said: "Ray Smith is one of 
the most experienced and 
talented businessmen in 
America. 

“Ray Smith will bring to 
our business and our clients 
the perspective of a highly 
accomplished CEO who 
understands both the US 
and global markets and who 
knows how successful 
companies operate". 

William Lewis, New York 



Smith: moves to Rothschfld 


Sprieser rises 
at Sara Lee 


Judith Sprieser, chief 
financial officer at Sara Lee, 
the big US food and 
consumer goods 
manufacturer, is to join the 
company's board and 
become an executive 
vice-president. 

She will become the 
organisation's third female 
director - alongside Joan 
Manley and Rozanne Ridway 
- on a 17-strong board. Her 


appointment coincides with 
the retirement of three of 
Sara Lee's long-established 
outside directors. 

Sprieser, a graduate of 
Northwestern University, has 
been chief financial officer 
for about four years, and is 
also on the supervisory 
board of Sara Lee/DE, the 
company's Dutch subsidiary 
which looks after group 
interests in coffee and tea 
and household and 
bodycare products. 

She began her career as a 
commercial banker, but 
switched to corporate 
treasury with Illinois-based 
Naico Chemical in 1984. 

She joined Sara Lee, 
which is based in Chicago, 
as assistant treasurer in 
1987 and subsequently went 
on to head its North 
American bakery operations. 
Nikki Tatt, Chicago 


Riese becomes 
OptiMark chief 


OptiMark Technologies, 
which is developing a 
powerful new electronic 
share dealing system, has 
appointed Philip Riese from 
American Express as its new 
chief executive. 

Riese joins OptiMark just 


weeks before it launches its 
new trading system under 
the wing of California's 
Pacific Stock Exchange. The 
company believes its 
patented order-matching 
technology could raise daily 
share dealing volumes in the 
US from l.5bn to between 
3bn and 5bn and present a 
major challenge to the New 
York Stock Exchange. 

Mr Riese will take charge 
of day-to-day operations, 
while BiD Lupien, Opti Mark's 
co-founder and current chief 
executive, will continue as 
chairman and concentrate 
on building relationships 
with other exchanges. 

OptiMark has recently 
signed agreements to 
provide its system to the 
Nasdaq and Osaka stock 
exchanges. Terry Rickard, 
the other co-founder and a 
former designer of 
anti-submarine systems, will 
continue as the company's 
technical director. 

Bom in South Africa and 
educated at Leeds University 
in the UK, Cape Town and 
MIT, Riese has been 
president of the American 
Express US Consumer Card 
Group since 1994. He is 
credited with bemg largely 
responsible for the 
turnaround of American 


Express's core business, 
which had been losing - 
market share to Visa and 
MasterCard. Previously, he 
worked for Chase Manhattan 
Bank. 

OptiMark also announced 
that it was moving its 
headquarters to New York 
from Durango in Colorado, 
where it started operations 
on Lupten's cattle ranch. 
Daniel Bdgfer, New York 


Sella joins EU 
bank body 


Maurtdo Sella, chief 
executive of Banca Sella and 
chairman of the Italian 
Banking Association, has 
been elected president of 
the Banking Federation of 
the European Union. 

Sefla is the first elected 
president of the federation, 
which represents 3,000 
banks in the EU, Norway, 
Iceland and Switzerland. 

Until now, the presidency . 
has rotated around member 
states in alphabetical order, 
a method similar to that 
used for the European Union 
presidency. 

Jim Bardon, director 
general of the Irish Bankers' 
Federation, was elected 
cha i r man of the European 


Schubert: director at Robert Fleming 


federation's executive 
committee.. 

George Graham. London 


Fleming bolsters 
Europe business 


and accounting of the 
company’s four healthcare 
information technology 
businesses. 


(»(#S 


uppose you 


met a 


took the time to 


talk with you ? J J 


I n this fast-changing world, Geneva's Private Bankers still 
believe that the prime task of a bank is to serve its clients... 


A believe that the prime task of a bank is to serve its clients... 
effectively. And face to face. Technological progress, in our view, 
is above all a means of gaining time - time we can devote to our 
clients. For we define progress as being ever closer, ever more 
responsive to those who place their trust in us, wherever they 
may be. Which, indeed, is why we are bankers - Private Bankers. 


like? m. 


Geneva's Private Bankers 


LIBERTY ■ INDEPENDENCE - RESPONSIBILITY 


In Geneva: 


BORDIER & Cie 

(1844) 


DARIER HENTSCH&Cie 

(1796) 


LOMBARD ODIER&Cie 

(1798) 


MIRABAUD & Cie 

(1819) . 


- PICTET & Cie 

(1805) 
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Robert Fleming Asset 
Management, the fund ami 
of the banking group, has 
appointed a new board 
director in recognition of the 
growing importance of its 
continental European 
business. 

Veit Schuhen is to join - 
the asset management 
board after five years with 
the company, latterly as 
managing director of Its 
pan-European asset 
management division. 

The company, which 
entered the pan-European 
mutual funds business 10 
years ago, has benefited 
from increased demand for 
equity investments from 
continental European clients 
during the past few years. K 
now manages assets of 
more than $5bn in 
pan-European funds after a 
63 per cent increase last 
year. 

Schuhen joined the 
company's German asset 
management arm. He was 
appointed head of the 
Luxembourg-based business 
last year. 

The London-based group 
manages about £66bn 
worldwide. 

Jane Martinson 


Moving places 


• Apache Medical Systems, 
the healthcare services 
manager, has announced 
the appointment of Karen 
Miller as vice-president 
finance and chief financial 
officer. Miller comes from 
Medaphrs Corporation, 
where she was responsible 
for the financial reporting 


• Nucor, the steelmaker, 
has named David Aycock 
chairman. Aycock was 
president and chief 
operating officer from 1984 
to 1991 and has been a 
director since 1971. Since 
1991, Aycock has been 
Involved in a family 
business. 

• Den Danske Bank has 
appoaited Pekka Vat a ja 
corporate finance manager 
and deputy managing 
director. Vataja comes to his 
new post from the New York 
branch of Leonia Bank. 

• Wilson Brumer is to 
become non -executive 
chairman of Bilfton Metals, 
the Brazilian subsidiary of 
Biffiton, the UK-based 
mining and metals group. 
Brumer has been chief 
executive and vice-president 
of the board of Companhla 
Acos Especiais I tab Ira, the 
Brazilian steel company. 

• Emilio Garda Gattogo, 
chairman of Uniland 
Cem enters, the Spanish 
cement company, is leaving 
to become head of the 
state's railway infrastructure 
division. 

• General Mills has named 
James Lawrence chief 
financial officer. Lawrence 
was chief financial officer at 
Northwest Airlines. Before 
joining Northwest. Lawrence 
spent fair years at 
Pepsi-Coia International, a 
division of Pepsico. General 
Mills has not had a chief 
financial officer since 1996. 
Since then, various 
managers have fulfilled the 
duties. 


People on the Move is 
edited by Lisa Wood. 

Phone 00 44 171 873 3605. 
Fax 044 171 8733926. 


EU maternity 
rights clarified 


European 

court 


The European Court of 
Justice last week clarified 
the scope of European law 
on maternity ri ghts and the 
discretion given to national 
law in such matters. 

The case concerned six 
female employees of the 
UK's Equal Opportunities 
Commission (EOC) who had 
completed one year’s service. 

Their contracts of employ- 
ment comprised a Staff 
handbook and Maternity 
Scheme. 'Hie women claimed 
several clauses In their con- 
tracts were discriminatory 
on grounds of sex and con- 
travened European rules on 
maternity rights. 

Under the scheme, any 
female member of staff with 
at least one year’s service 
and not employed short term 
is entitled to three months 
and one week's maternity 
leave on flail pay For the con- 
tinuous absence before and 
after childbirth. 

However, the employee 
must state an intention to 
return to work with the EOC 
after childbirth and agree to 
be liable for any repayment 
during that period, other 
than statutory maternity 
! pay, should she fail to 
return. 

The Court noted that 
European legislation ' on 
maternity rights requires 
female workers to receive, 
during maternity leave. 
Income at least equivalent to 
the sickness allowance pro- 
vided tor under national leg- 
islation in the event, of a 
break of her activities on 
health grounds. 

It is not intended to guar- 
antee any higher income 
which the employer may 
have undertaken to pay her 
under the contract of 
employment should she be 
on sick leave. 

Thus a clause r«niM na 


her to repay the difference 
between the pay received 
during maternity leave and 
the statutory payments to 
which she is entitled is com- 
patible with European law. 

The women also disputed 
the date on which maternity 
leave was to commence 
under their contracts. The 
Court said the date of com- 
mencement was a matter for 
national law. 

They also claimed their 
contracts prevented them 
taking sick leave during the 
minimum period of mater- 
nity leave under European 
law or any supplementary 
period granted by their 
employer unless they elected 
to return to work and thus 
terminate maternity leave. 

The Court said European 
law grants female workers a 
14-week period of continuous 
maternity leave. The fact 
that this period is inter- 
rupted by sick leave does not 
deprive the woman of this 
m inimu m right Any supple- 
mentary period is a matter 
fbr the employer. 

The women also com- 
plained that their contracts 
limited the period during 
which a n nual leave accrues 
to the m in imum 14 weeks of 
maternity leave. The Court 
said that such a p-ianoo did 
not give rise to direct or 
indirect discrimination. 

Finally, under the EOC's 
scheme, the accrual of pen- 
sion rights during maternity 
leave was limited to the 
period during which the 
woman received pay pro- 
vided for by her contract or 
under national law. 

The Court said It could not 
be made conditional on the 
woman receiving pay pro- 
vided for by her contract or 
statutory maternity pay dur- 
ing maternity leave. 


C-4I1I96: Boyle and others o 
EOC, ECJ PC, October 27 
1998. 
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EURO PRICES 


EQUITIES 



affiqrewqvawEw 

By.PWBp Doggan, . 


shrug off gloomy data 


CURRENCIES & MONEY 


FT SYNTHETIC EURO RATES 
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Synthetic Eero against the dollar 
SfttrEuft 


Maifcats Editor 


European markets were 
lifted by both Tokyo and 
Wall. Street yesterday and by 
continued Interest rate opti- 
mism that allowed investors 
to ignore some fairly gloomy 
economic news. 

The German purchasing 
managers’ index for October 
f ell be low '50. indicating th»i 
activity in the mamifactur- 
ing sector waa declining and 
confimiing the trend seen in 
the recent weak Ifo survey of 
business -confidence. Export 
orders. were particularly hit 

^ FTSE Bloc TOO ' 

“ todm 


1200 . 


But the market seems to 
be in a phase when bad eco- 
nomic news merely encour- 
ages greater optimism that 
central banks will ease mon- 
etary policy. European 
bourses even managed to 
shrug off a weaker US dollar. 
The FTSE Eurotop 100 

index rose 46.341 or 13 per 
cent to 2,486.98 while the 
broader 300 index was up 
20-54 to 1.03.27. The FTSE 
Ebloc 100 index of core Euro- 
pean countries was the twtf 
performer of the thro* gain- 
ing. 2095 or 2*4 per cent to 

89337. 

Figures Aram FTSE inter - 
n a tional show that ^ test 
performing Eurotop sector in 

Bond yield cam 

Pk cent (November 2 1998) 

— : —&£> 


October was alcoholic bever- 
ages but the strongest indus- 
trial group, by far, was 
fliwnrials, which rebounded 
after sharp losses in August 
and September. Ranks pro- 
vided four out of the top five 
performing individual shares 
and the retail hnpkg sector 
gained 13.6 per cent. 

The worst performing sec- 
tors were UK-dominated 
property and water indus- 
tries, which each fell by 
more than 10 per cent. 

The sheer scale of the 
rebound in European mar- 
kets is causing some ana- 
lysts to expect a pause for 
breath. “At current levels, 
European stock markets 


have, in our opinion, 
switched from being over- 
sold to fairly valued," said 
Francois Tjngjaflg Jl pmpypn . 
European strategist at Credit 
Suisse First Boston. “We 
believe more significant 
monetar y easing is required 
to reduce the risk of an out- 
right global recession" 

“The advance of European 
markets is likely to be 
capped in the near term by 
the increase in the negative 
impact of global, deflationary 
forces on operating margins 
and weaker-than -expected 
economic growth. We fore- 
cast further downside risk 
for flcBir ami lor Euro- 
pean earnings expectations.” 
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PetroFina's quarterly results 

PetroFra'i share in Group unaudited operational profit at the end of 
September 1998 was Bff 16.1 billion, compared to Bff 1B.1 bSDon in 1997. The 
unaudited profit was BEF 143 billion compared to BEF 173 bflion In 1997 and 
the cash flow WM BEF 433 billion compared to BEF 44.4 bilion in 1997. 

During fife period, the Groups European refineries improved their throurftmt 
by 5% and the Flna network Increased its sales by 63%. In unfavourable eco- 
nomic condtions. sales of polymers grew by an average of 1A% in Europe and 
in the Untied States, bi paint* the profits of the Sigma group grew by 22%. 
These positive developments. howewK could not offset the effects of the col- 
lapse in crude oil pricey reduction in the gas price; lower refining margins in 
the United States and the decline in monomer margins in Europe. 

PetroFina* share in the inauefited profit for the third quarter of 1998 amouil- 
ed to BEF S3 biffion, compared to BEF 7 biffion for the third quarter of 1997 
Cash flow for the quarter w« BEF 12.3 billion, compared to BEF 163 bBUonfor 
the third quarter of 1997, vrtikh was particulariy good. Operating performance 
for the fifed quarter was affected by the start-up problems with the Ekofsk t) 
project, by planned shutdowns m (he Groups chemical plants to enable invest- 
ment works to be carried out and by some techraaf problems which led to a 
reduction in volumes produced and processed. During these three months, all 
the fundamental parameters of the olt Industry were down compared to the 
armrsponding period of 1997: crude oil prices fell by 33%, American gas 
prices Ml by 17%. refining margins shrank by 13% in Europe and 36% 
bi the United Stales and the dollar fell by 3% against BEF. m chemicals, 
monomer prices declined to fevefc dose or equal to historic tows. The 




quarterly profits of the Groups various areas of operation carry the effects of 
these Changes. 

UPSTREAM: In the third quarter of 1998, the Group's oil production was 113 
milfion banek and hs gas production was 40.4 bilbn cubic feet, compared to 
production of 143 million barrels and SOB baton cubic feet in the fifed quar- 
ter of 1997. This reduction was mainly due to the temporary shutdown of 
Ekofdk production to allow the new installation! to be connected arxonfing to 
the Eltjfek n plan and due to technical problems wh'Kh arose during start-up. 
The production should regain its normal lew! at the beginning of next year, bi 
Angola, in deep offshore waters, the Group participated in the fourth discov- 
ery of oil «t block 17, which confirms the extraordinary potential of this kence. 
where Fina holds 5%. In Italy the Group has held a 2SH partidpation in all the 
concessions covering the Tempa Rosu field soice July when Lasmo sold its imB- 
est m the field to its fix* partners who now each hold 25%. 

In Alaska, the Badami field, where PetroFina holds 30%. came on stream at the 
end of August more than one month ahead of schedule. Production dwuJd 
reach 30.000 barrels per day. m the Bnlsh sector of the North Sea, the Delilah 
gas field, where the Group holds 18.75%, became operational following ns 

connection to the Hewett field infrastmerure. 

DOWNSTREAM: In file fifed quarter of 1998. Group refining throughput 
(excluding the Angola refinery) grow by 1.4% compared to the third quarter of 
1997, resting 681,000 Panels per day. 

Sales by the Flna network in Europe increased by 6% in a stagnant market 
C HO C CAT S: The decline in chemical profits is due to lower monomer margins 
and programmed shutdowns to allow expansion work to lake place. The 
Group conducted two agreements with the Soluay group covering industrial 
and technical cooperation in the area of high density polyethylene (HDPE). 
under the industrial agreement, the two groups will s/we the production facil- 
ities to be buBt in Belgium, one by Sohoy and the other by PetroFma, in 2002 
and 2005 respectively. The technical agreement provides PetroFina with access 
to a worldwide licence to produce HDPE using chrome catalysts, and the com- 
Ifeung by both companies of research and development into metallocene and 
other catalysts to be used bi FDPE. The Group has entered into an agreement 
with Mitsui Chemicals covering research and development in the area of 
polypropylene! produced <&ng metallocene catalyst! This agreement which 
extends and expands a longstanding collaboration, will accelerate the devel- 
opment and marketing of products with high added- value 

PAINTS: Profits of the Sigma group for the quarter grew by 10% compared 
to the same period In 1997. This continued recovery is due to SigmA 
xnproved performance in the industrial paint sea or in Europe and m 
the decorative pamt sector m Belgium and France. 
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- ALLIANCE & 
LEICESTER GROUP 
TREASURY PLC 
£200,000,000 

Floating Rare Notes due 200! 
For the three months from 29th 
October 1998 to 28dijBiiuaxy 1 999 
iodusive, fee Note* *40 wry to 
interest rate of U3W% per 

The interest amoun t payable per 
£KU»0 win be £18236 wad per 
£100000 will be £1323.58 on 
20th January 1999 . 

AGENT BANK: 


BARCLAYS 


Position 

available. 


To advertise your appointments in Die FT 
[jieaiie caff: 

Tel: +44 171 973 3351 Fax: +44 171 873 4331 












28 


t- 


■FINANCIAL TIMES .TUESDAY NOVEMBER 3 1998 


INTERNATIONAL CAPITAL MARKETS 


Strength in equities knocks prices 

: u. ill.. ni7**i MHimif VIC ULmhw Lvmi hnr>ri of safe-haven flows, and on nelk noting that new co 


GOVERNMENT BONDS 


By Jeremy Grant in London 
and John labate In New York 


Strength in pan-European 
equities, signs of a hesitant 
recovery in the emerging 
market asset class and the 
pressure of fresh supply in 
the US Treasury market 
knocked global bond prices 
down yesterday. 

The 30-year US Treasury 
long bond future quoted in 
Chicago fell by more than 
one full point By midday in 
New York, the 30-year long 
bond, the benchmark for 
long-term interest rates, had 
lost 1& to 104 sending the 
yield higher to 5.231 per 
cent 

Shorter-term issues also 
tell back. The 10-year note 
was off 1A to 106%, yielding 
4.737 per cent and the two- 
year note lost ft to 992. 
yielding 4J281 per cent. 

Analysts said equities 
were building on the confi- 
dence in the global economy 


inspired by the GTs commit- 
ments to maintaining eco- 
nomic stability. That has 
partially sapped the safe 
haven appeal of core bonds. 

"The world looks like a 
safer place to invest and 
Treasuries are bearing the 
brunt of that." said Tom 
O'Connell, senior govern- 
ment trader at First Chicago 
Capital Markets. 

In the UK, a fall in gilts 
was broken by a Chartered 
Institute of Purchasing and 
Supply survey, showing 
manufac turing shrinking at 
its fastest rate for more than 
six years. 

German bunds idled after 
slipping to lower levels in 
sympathy with Treasuries. 

In Ireland, the central 
bank left key interest rates 
unchanged. 

Emerging market bonds 
turned in their best average 
performance for two weeks 
amid talk that some sover- 
eigns - principally Argen- 
tina. Mexico and Turkey - 
may take advantage of nar- 


US 30-year long bond 
Benchmark jtofct. * 



rower yield spreads by tap- 
ping the market 

However, most analysts 
said the development did not 
signal a firm trend at the 
expense of government 
bonds and that the environ- 
ment for core bond markets 
remained friendly, given the 
flow of weak economic data. 

“On the one band you 
have a trade-off between G7 
[statements] and a reversal 


of safe-haven flows, and on 
the other you’ve got weak 
data now arriving that gives 
a very good underpinning to 
the markets in terms of the 

scope for interest rate cuts 
that it implies," said Andy 
Bevan, bond economist at 
Goldman Sachs. 

US Treasuries gave way to 
a wave of selling as equities 
rebounded amid evidence of 
slowing economic activity in 
a survey by national pur- 
chasing managers. 

The monthly report by the 
National Association of Pur- 
chasing Management was 
weaker than analysts had 
expected. The main NAPM 
index on economic activity 
for October fell from 49.4 in 
September to 4&3. The prices 
paid index of the survey rose 
slightly to 35.8 per cent but 
remained at what analysts 
called a low level. 

The survey had little 
impact on Treasury trading. 
“People are moving out of 
Treasuries and into spread 
products," said Mr O’Con- 


nell, noting that new corpo- 
rate bond deals had drained 
demand from Treasuries. 

The rally in US equities 
was another significant tec- 
tor driving government bond 
weakness, with the Dow 
Janes Industrial Average 
more than 100 points higher 
at midday. 

UK gilts ended lower, with 
investors focusing on today's 
pre-Budget statement from 
Gordon Brown, the chancel- 
lor of the exchequer, and the 
Bank of England’s monetary 
policy committee vote on 
Thursday. 

The benchmark 10-year 
December gilt future hit a 
low of 113.73, down 0.64. 
before bouncing to close at 
114.04 in thin trading of 
21,000 contracts. 

German bands were softer 
In a narrow range with trad- 
ers expecting little move- 
ment in the absence of 
domestic signals for the mar- 
ket. The December 10-year 
bund future was down 0.19 
in late trading to 112.10. 


Liffe to focus on forging new 
alliances and changing rules 

Electronic trading has galvanised the exchange; says Edward Luce 


Akzo Nobel 
raises DMlbn 


New international bond issues 


By Khazam Merchant 


Akzo Nobel, Europe's fifth 
biggest chemicals group, yes- 
terday became the second 
Dutch company within two 
weeks to issue a jumbo 
bond, continuing the slow 
reopening of the European 
corporate bond market after 
issuance virtually ceased fol- 
lowing the Russian debt 
default in August. 

The 10-year DMlbn issue 
was its first in the German 
currency and follows tele- 
communications group 
KPN's DM2bn issue. It was 
priced to yield 120 basis 
points over the German 10- 


year bund and In secondary 
trading it tightened about 
two basis points. 

The proceeds from the 
Issue, which attracted insti- 
tutional investors across 
Europe, will be used to refin- 
ance the £1.8bn acquisition 
of Courtaulds. the UK textile 
group, in May. 

Buskers said the market's 
revival was powered by the 
recovery in European equi- 
ties and two interest rate 
cuts by the US Federal 
Reserve. 

Moody's, the US credit rat- 
ing agency, judged the Akzo 
Nobel issue a single A credit. 

“This issue is a positive 
step for the single A rated 
market for corporate bonds. 
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following the double A rated 
issue by KPN. It is a sign of 
confidence returning to the 
market," said Xavier Wer- 
ner, head of syndicate at 
ABN Amro, joint lead with 
Warburg Dillon Read. “Two 
weeks ago few people would 
have thought this possible." 

General Motors Accep- 
tance Corporation, the finan- 
cing arm of General Motors, 
the US motor vehicle manu- 
facturer, was the second big 


issuer yesterday, with a 
$1.25bn bond maturing over 
five years. 

The issue was priced to 
yield 134 basis points above 
US Treasuries and was co- 
arranged by Salomon Smith 
Barney and Merrill Lynch. 
European investors bought 
30 per cent of the issue and 
the rest went to the US. 

General Electric Capital 
Corporation, the capital 
markets arm of General 


Electric and a regular visitor 
to the bond market, 
launched a $400m issue 
maturing over seven years. 
The lead manager was Pari- 
bas. The bond was priced to 
yield 88 basis points over US 
Treasuries. 

GECC also issued a £50m 
add-on issue to an earlier 
£150m five-year bond. It was 
lead-managed by Royal Bank 
of Canada Dominion Securi- 
ties Global Markets. 


T hree months after he 
was appointed Liffe’s 
first full-time chairman, 
Brian Williamson yesterday 
staked out his strategy for 
restoring the exchange's 
competitiveness. 

Although most attention 
yesterday was focused on 
the job cuts - reducing the 
payroll of the London Inter- 
national Financial Futures 
and Options Exchange from 
more than 1,000 to about 400 
within IS months - the real 
strategy lay elsewhere. 

Liffe plans to focus on two 
core areas over the next few 
months; cutting regulation 
and forging new alliances. 

On regulation, most of the 
changes will be spurred by 
Llffe’s move to electronic 
trading, when it launches 
Liffe Connect (initially for 
equity options) later this 
month. This will enable bro- 
kers to trade LifTe's products 
from screens around the 
world and will give Liffe an 
opportunity to lighten the 
regulatory burden. 

“We inherited the Chicago 
regulatory system which 
was designed for pit-based 
trading and also retail 
users,” said Mr Williamson. 
“This is clearly inappropri- 
ate for Liffe when it goes 
electronic.” 

More importantly, Liffe is 
seeking to negotiate alli- 
ances with other exchanges 
and with “q uasi - exchang es" 
such as over-the-counter 
trading networks. 

Behind this strategy is the 
growing realisation that the 
exchange as a concept is 
becoming old-fashioned. The 
OTC. or over-the-counter, 
non-exchange derivatives 
market, has grown more 
than five-fold since 1990 and 
notional volumes now com- 
fortably exceed those on 
listed derivatives products. 


* International volumes - 

two-thirds of which are 
sourced in London - are set 
to grow even more dramatic- 
ally over the next few years, 
according to the British 
Bankers Association. This 
means that Liffe ami other 
exchanges, including Eurex. 
may be sidelined. 

Liffe aim s to redefine the 


‘We want to 
become a 
financial services 
provider, not 
simply an 
old-fashioned 
exchange 1 


concept of the exchange by 
becoming more actively 
involved in the OTC market 
“We want to become a finan- 
cial services provider, not 
simply an old-fashioned 
exchange.” said one official. 

However, it is not clear 
how Liffe will manage to 
achieve this ambition: “The 
idea is great” said the head 
of derivatives at a US invest- 
ment bank. “But how do you 
execute it?” 

One possibility is to estab- 
lish closer ties with the Lon- 
don Clearing House, which 
acts as a counterparty for 
the banks that trade on 
Liffe. 

Lazards, the investment, 
bank, is investigating the 
feasibility of a closer rela- 
tionship between Liffe and 
the LCH. It is expected to 
report within the next few 
weeks. 

However, the LCH, which 
also acts as a counterparty 
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for sevaral other exchanges, 
holds most of the cards. 

"It is obvious how Liffe 

- would benefit from a merger 
with the LCH but not the 
other way round,” said one 
banker. . . 

Part of Liffe's objective 

- would be met if the LCH suc- 
ceeded in gaining permission 
from the US- authorities to 
launch SwapClear, a clear- 
ing system for the OTC 
interest rate swaps market. 

This would enable users of 
liffe ami SwapClear to net 
out their margins on one 
book and thus to reduce 
their overall capital costs. 

The move would thus 
increase the Incentive for 
users to trade eunxtenomi- 
nated products on Liffe as 
opposed to Eurex. Again, 
however, the key lies with 
the LCH rather than Liffe. 

“The value is clearly mov- 
ing from the exchange to the 
clearer," said one official. 
“Liffe is at a disadvantage to 
Eurex because it does not 
own its clearing house.” 

Liffe could also add value 
by going into partnership 
with another leading 
exchange, such as the Chi- 
cago Mercantile Exchange. 

This would be seen as 
appropriate because both 
exchanges dominate the 
short end of the Interest rate 
curve - the three-month 
euro-mark future for Liffe 
and the three-month dollar 
future for the CME. 

However, such a tie-up 
would he complex given the 
fact that the CME remains a 
predominantly pit-based 
trading exchange run by 
(and for) its members. 

“Derivatives are getting 
more complex all the time," 
said (me banker. “It is still 
not clear whether Liffe will 
be a victim of this or a 
beneficiary. ” 
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CURRENCIES & MONEY 


Yen defies fundamentals to strengthen 


WORLD INTEREST RATES 


MARKETS REPORT 


The yen strengthened on the 
foreign exchange markets 
yesterday as capital flows 
and hedge fund fears con- 
spired to defy fundamentals 
and push it higher. 

At one point in Asian trad- 
ing the yen hit an eight- 
month high against the 
D-Mark and reached its high- 
est level for two weeks 
against the dollar. 

. It later softened slightly 
after dealers sauared posi- 
tions ahead of a Japanese 
public holiday. But the yen 
still finished higher at the 
end of London trading * ha r 
at last week’s close. It fin- 
ished at Y 114.9 against the 
dollar, up from YU6.5 on Fri- 
day. 

■ The yen's strength ironi- 
cally came partly from the 
G? statement which was 
expected to weaken it 

The statement initially 


propped the dollar by reduc- 
es fears of a Brazilian 
devaluation. But other parts 
of the package were less dol- 
lar supportive. In particular 
fens arose that tighter regu- 
lation of hedge funds would 
expose more institutions 
with short yen positions still 
in place. Forced buying of 
yen to cover these positions 
might drive the yen higher. 

“There is some second- 
guessing of the meaning 
behind the G7 statement." 
said Steve H annah, chief 
economist of IBJ Interna- 
tional in London. “This has 
combined with suspicions 
that some hedge ftmd posi- 
tions are still in place.” 

But Mr Hannah thought 
that some directly positive 
factors were also buoying 
the yen. A proposed joint 
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venture of Fuji and rant 
banks helped the Japanese 
stock market to- rise and 
made investors more 'confi- 
dent about the future of Jap- 
anese banking; he said. 

And Philippa Malmgren of 
Bankers Trust in London 
said that -various capital 
flows were driving up the 
yen. “Fund managers who 
were underweight in yen 
stocks are now moving in, 
encouraged by the rise in the 
Nikkei," she said. “And Jap- 
anese corporates who are 
selling the family silver 
overseas and repatriating 
the money are also causing 
the yen to rise," she added. 

Ms Malmgren thought that 
the Japanese authorities 
might intervene to weaken 
the yen if it rose above Y110 
to the dollar. “But with the 
Fed on a monetary easing 
path they will have to do it 
on "their own." she said. 

■ Sterling took a pounding 
yesterday as a weak pur- 
chasing managers' survey 
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Irish punt 



added to the air of doom sur- 
rounding the UK domestic 
econ o m y . 

The pound fell against the 
D-Mark and the dollar yes- 
terday to close at DM2.753 
and $1,668 In London. 

The Bank of England’s 
monetary policy committee 
(MPQ meets later this week 
ami d growing rails for inter- 
est rates to be cut by 50 
basis points rather than the 


expected 25. Their task was 
made harder yesterday by an 
extraordinary announce- 
ment by the Office for 
National Statistics (ONS). 
The ONS suspended produc- 
tion of the much-criticised 
new average earnings fig- 
ures pending an external 
investigation. 

“The ONS’s announcement 
makes it more likely that the 
MFC will err on the side of 
caution.” said Nick Stamen- 
kovich, an analyst at Bank 
Austria Kreditanstalt 
Futures in London. 

“But a cut of 50 basis 
points can easily be justified. 
The risks to the UK economy 
have shifted from inflation 
to growth." 
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■ Ireland's central bank yes- 
terday put off the inevitable 
and left interest rates 
unchanged. The punt 
strengthened against ster- 
ling during the day, after 
some speculation that Irish 
interest rates would be cut 
The currency finished higher 
at l£i,2063 in London, up 
from I£1.1146 at Friday's 
close. 

Irish short-term interest 
rates presently stand over 
one and a half per cent 
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explanation other than to 
say that dealers had violated 
auction regulations. 
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COMMODITIES & AGRICULTURE 


Jamaica 
retakes 
control of 
sugar mill s 


Oil rises on UN confrontation with Iraq 


By Robert Corane 


By Canute James in Kingston 


The Jamaican government 
has retaken control of the 
island's three largest sugar 
mills, which it privatised 
four years ago, saying they 
have not met productivity 
and production targets and 
have depended too heavily 
on state support. 

A 51 per cent stake in the 
mills , which produce TO per 
cent of the island's sugar, 
was sold to the Sugar Com- 
pany. a consortium of two 
local companies and Booker 
Tate of the UK. 

The mills have been repos- 
sessed by the government 
for the nominal sum of J$l. 
said Roger Clarke, agricul- 
ture minister. They were 
sold to the consortium for 
US$28.5m in cash and prom- 
issory notes, but since the 
privatisation the govern- 
ment has pumped USSTTm 
into the Sugar Company to 
keep it going. 

It will need another SlOQm 
over the next three years to 
stay afloat. Mr Clarke said. 

The Sugar Company's 
operations have been 
adversely affected by its 
inability to reduce produc- 
tion costs, which are higher 
than those of Jamaica's com- 
petitors. the minis ter said. 

The island's sugar indus- 
try was troubled by a pro- 
longed drought last year 
that led to a decline in this 
year's harvest to 185.000 
tonnes of raw sugar, from 
237,000 tonnes last year. 

“The government dis- 
cussed with the private 
shareholders of the Sugar 
Company the extent to 
which they were willing or 
able to provide private funds 
to keep the company going," 
Mr Clarke said. “They 
advised that they would not 
be providing any additional 
financ ing to the company. 

“The government was 
forced to take back control 
of the company as it is com- 
mitted to the survival of the 
sugar industry." 


Crude oil prices were given a 
boost yesterday by the latest 
confrontation between Iraq 
and the United Nations. 

The price of Brent Blend 
for December delivery was 
up 16 cents a barrel at $1338 
in late trading on London's 
International Petroleum 
Exchange. 

Traders and analysts bad 
mixed opinions as to how big 
an impact Iraq's actions 
might have on prices. Peter 
Gignoux. head of the energy 


desk at the London office of 
Salomon Smith Barney, said 
there appeared to be little 
short-term threat of a signifi- 
cant disruption to Iraqi 
crude exports under the LIN 
oil-for-food programme. 

Gary Ross of New York- 
based Pira. an oil industry 
consultancy, said that the 
markets “will build in some 
risk premium over time” if 
the confrontation continues, 
although he agreed that 
“everyone wants to see the 
oil-for-food programme 
continue". 


The steady build-up of 
Iraqi exports this year has 
been one of the factors 
behind the oil price slump. 
Iraq's output has risen from 
about 1.6m barrels a day in 
February to more than 2.4m 
bid in September. Exports 
have been running in the 
l.8m to 1.9m b/d range, 
although reports suggest a 
relatively sharp fall-off may 
have occurred last week. 

Officials from the Organi- 
sation of Petroleum Export- 
ing Countries say Iraq can 
probably increase its sus- 


tainable output to 23m b/d 
with funds that the UN has 
promised to allocate for 
urgent oil infrastructure 
repairs, but it will need sig- 
nificant new investment - 
and six to months - to 
move up to 3m b/d. 

Although Iraq remains a 
wild card in the oil price 
equation, markets are still 
transfixed on stock levels 
and the pace at which sur- 
plus inventories are likely to 

fall this winter. 

Analysts say a cold north- 
ern winter alone will not 


eliminate the global over- 
supply of crude and refined 
product stocks, although it 
would accelerate their fall 
and lift market sentiment 
So too would further prog- 
ress by Opec in meeting its 
target to cut output by a col- 
lective 2.6m b/d. Although 
Opec says compliance was 
more than go per cent in Sep- 
tember, the markets are 
unlikely to believe it has 
scope for any further cuts 

until all members that have 
promised cuts have delivered 
them. "If you want higher 


prices then people will really 
have to be in line." said Joe 
Stanislaw of Cambridge 
Energy Research Associates. 

Iran is said to have come 
under pressure last week 
from fellow oil producers at 
a consumer-producer confer- 
ence in Cape Town to adhere 

fully to its promised cuts. 

Opec is due to meet on 
November. -25; % - although 
many analysts say a new 
round of cuts may not be 
possible until after the Ven- 
ezuelan presidential elec- 
tions in December. 


Strike in 
Canada 
helps lift 
nickel 
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MARKETS REPORT 


By Kenneth Gooding 
and Paul Clark 
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Horns locked over beef 
reform compensation plans 


Beef ihqtffltains -• 

iTOQJswa fc p4*c 'O n e nS oR stacta at year-end 





European countries are deeply divided on how to reward farmers 
for accepting the end of intervention, writes Michael Smith 


mm More than a year 
ajfJB into the great 
■$**51 debate on European 
agriculture, farm ministers 
have found little on which to 
unite, but on one aspect of 
the proposed reforms there 
is unanimity. 

Everyone agrees the beef 
market is heading towards 
crisis and that, without 
reform, there will be grow- 
ing mount ains of the meat. 

Now. all ministers have to 
do is find a solution by the 
proposed deadline for agree- 
ing reforms to the common 
agricultural policy by March 
next year. It will not be easy. 

There may be agreement 
about the problems and most 
farm minis ters concede that 
deep price cuts will have to 
be part of the package, but 
opinions are divided on how 
to compensate farmers. 

The differences pit coun- 
tries with “extensively 
farmed" beef herds, allowed 
to roam the pastures, 
against countries with 
largely “intensive" herds 
farmed in smaller areas, 
often inside buildings. They 
pit countries with specialist 
beef herds against those 
where beef is a by-product of 
milk cows. 


Europe's beef farmers 
were in trouble long before 
1996, when UK scientists 
found a potential link 
between the BSE mad cow 
disease and nvCJD. a simi- 
larly fatal illness affecting 
people. Consumption fell 
from 25kg a year per person 
in the early 1970s to about 
20kg in 1995. as more people 
turned to pork and chicken. 

There are limited opportu- 
nities to sell unwanted beef 
outside the European Union 
because demand in develop- 
ing countries is growing 
only slowly. 

Against this background, 
the European Commission 
has targeted beef for the big- 
gest reform of any of the 
markets it aims to change 
from 2000. It wants to cut by 
30 per cent the level at 
which market support is 
triggered and to abolish 
intervention, a system that 
guarantees prices to farmers 
in depressed markets. 

After July 2002. the EU 
may offer financial aid for 
private storage of unwanted 
beef but would no longer 
take it off formers' hands at 
“intervention" prices. 

Member states have been 
much less vociferous in their 


opposition to the 30 per cent 
price cut than they have to 
smaller decreases proposed 
for cereals (20 per cent) and 
milk (15 per cent). 

However, there are strong 
reservations about ending 
intervention, with Austria, 
Spain and Finland among 
those arguing it should be 
retained for market crises. 

The main argument, how- 
ever. is over compensation. 
The commission is offering 
four-fifths of the 30 per cent 
fall in support prices; most 
countries want more. 

Its proposals for paying 
compensation have provoked 
further controversy. These 
build on a system set up in 
1992 under the first big CAP 
reform through which form- 
ers are given direct “premia" 
payments related to the 
□umber of male bovine and 
female suckler cattle. 
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T hat system favours 
countries with large 
“extensive" herds, 
mai nly the UK, France, 
Ireland and, to a lesser 
extent. Portugal. Other coun- 
tries won concessions in 
other parts of the 1992 
reforms but their govern- 
ments' minds are now more 


focused on beef. Germany 
complains that the 1992 sys- 
tem means it produces 19 per 
cent of EU beef production 
but receives only 11 per cent 
of the premia. The Nether- 
lands and Italy have similar 
problems. 

The commission alms to 
redress the balance, mainly 
by introducing "national 
envelopes" under which half 
the Increase in direct pay- 
ments will be given to mem- 
ber states to distribute 
according to national crite- 
ria suiting farmers' needs. 

The system introduces 
flexibility to apply aid where 
it is most needed. It also 
addresses the complaints of 
intensive fanners by allocat- 
ing countries their envelopes 


on the basis of their fanners’ 
share of total beef produc- 
tion rather than on the b asi s 
of the existing premia that 
favour extensive farmers. 

Not surprisingly, Germany 
and the Netherlands want 
the envelopes to be bigger, 
while the “extensive" coun- 
tries of France, the UK, 
Ireland and Portugal say 
their beef farmers will 
receive less compensation 
than others for price cuts. 

Along with Belgium, Spain 
and Finland, they are wor- 
ried that it Implies a "re na- 
tionalisation" of the CAP 
and could sow the seeds of 
its eventual abolition. 

The likelihood is that 
countries will accept a solu- 
tion along the lines the com- 


mission is proposing. The 
alternatives - continuing 
with unpopular incentives 
for the early culling of 
young cattle or allowing 
market imbalances to 
worsen - are less palatable 
for most governments. 

However, small changes in 
the commission’s proposals 
- for example, varying direct 
payment sizes or changing 
the proportion of money 
distributed, through national 
envelopes - could have a big 1 
impact on individual form- , 
eris incomes. There is much j 
to fight for. | 


The next article in this series . 
will appear on November 17. 
The first two appeared on 
October 19 and 27. 


Nickel ruse by more than gVi 
per cent yesterday, helped 
by news that some mines in ■ 
New Caledonia owned by'. 
Eraraet. the French pro- , 
ducer. were affected by a - 
strike. Ironically, the strike < 
was called by employees 
wanting government help j 
for the nickel industry, 
which has been badly ■ 
affected by low prices. .. 

Eramet recently indicated: 
it would extend cuts to its * 
output into 1999 because of 
low prices. U said it would 
produce 57.000 tonnes in 1998 , 
and about tbe same amount ■ 
next year, well below capac- : 
ity of 63.000 tonnes. .) 

Nickel for delivery in three • 
months on the London Metal • 
Exchange closed up Sl4o a ' 
tonne at $-1,050. Before the , 
Eramet an noun cement, j 
nickel and other LME metals *> 
prices were moving higher ‘ 
because of technical short- . 
covering. 

Aluminium was up $9 to 1 
SI .326 a tonne. Rillitnn Met- 
als is forecasting the three- . 
month aluminium price will - 
rise from an average of 
$1,322 this year to $1,367 a ; 
tonne in 1999. 

Coffee futures jumped yes- 
terday on news that further 
storm damage in central 
America would affect sup- 
plies. Anacafe, the Guatema- 
lan coffee growers' associa- 
tion. said at least 20 to 25 per 
cent or the coffee crop had 
been lost in strong storms. 

November coffee on the ‘. 
London International Finan- 
cial Futures and Options 
Exchange closed at Si ,870 a 
tonne compared with SI, 780 
on Friday. 

• Liffe is altering the trad- 
ing hours of tts cocoa 
futures and options con- 
tracts, writes Paul Solman. 
The new hours are 9.30am to 
ll.55am and 1 .30pm _ to . 
4.55pm. 
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Dec 287.25 -7.00 2W.25 28500 14.095 88,511 

Mar 30325 -625 30950 300.00 6.477 38.117 

Hay 311.50 -625 31625 30950 108 6.776 

Jtf 31925 -650 32450 317.00 587 18216 

Sap 32800 -650 32550 324.50 16 700 


prica ctange Mgk Lrw Vd M 
Dec 1004 +6 1004 989 3539 51 <408 

Mr 1038 +9 1040 1022 3517 35536 

My 1056 +9 1056 1042 352 15598 

Jd 1074 +9 1074 1 058 808 9.447 

Sap 1092 +10 1092 1077 311 Z7.135 

Dae 1114 +10 1112 1100 30 11568 

Total 10297158^60 

■ COCOA CSCE (10 tenes; Stoned 

Dee 1517 +11 1523 1492 Z3M 28522 


Salt Days 

Wea dupe age 

64.175-0825 65200 
64.425 -<L475 65.150 
65825 -0800 66850 
63.675-0275 64.150 
63.475 -0.400 64500 
66850-0.450 06500 


■ LEAH HOfiS CtC (40.00098: 


LOW Vd 
64550 7866 
64200 3820 
65725 1,139 
63800 504 
63 450 231 
65800 35 

1381S 
caMta) 


1617 +11 1523 1492 Z330 28522 
1553 +7 1559 1532 876 26451 


Dee 339.00 -650 33750 337.00 24 776 


■ to/UZE CRT (5500 bu tat Od*5B» tad KQ 


+7 1585 1560 12 7845 

+8 1811 1805 25 2528 

+4 1634 1815 60 2.171 

+8 - - 20 5.272 

3298 75898 


Dee 21675 -225 21925 21600 29,718146428 
MW 227.50 -225 23080 22675 6093 85.772 

My 23580 -ZOO 237.75 234.75 1,481 36420 

Jd 240.75 -1.75 243.00 238.75 1.675 42814 

Sv 34625 -ZOO 24675 24625 66 6514 

Dee 25380 -Z75 25525 25350 772 16904 

Total n/a nrt 


8AHET UFTE [100 (mas: E per tame) 


7980 +080 
81.50 +050 

8325 +080 8350 8350 
B4.2S +050 
8250 +180 


Dae 1659 +8 - - 20 5.Z72 

TBtll W» 75598 

■ COCOA (CC0) {SOTstonel 

Oct 38 Prica Proa. da< 

Daly 1151.44 1150.13 

■ COffEELPEp tamae; Mane; 

Nov 1880 +100 1875 IBIS 724 6751 

Jm 1670 +68 1678 162S 4213 21219 

Mr 1625 +53 1620 1588 572 6536 

My 1606 +89 1603 1568 204 2287 

M 191 +65 1561 1561 6 741 

Sep 1578 +64 1585 1551 9 204 

Total 5527 37840 

■ CIVTEE TT CSCE (37.50C1E; ontaRR 


Dae 35.400-2000 37200 35800 4537 16698 

Feb 42500-1250 43850 41275 2258 9.732 

Apr 44250-1250 45250 4485D 577 3809 

JOB 54400 -0225 54350 51925 399 Z917 

Jd 54.150-0975 55200 54.19 255 1.146 

Aag 54525-1.075 56100 54.100 88 1253 

Total 8573 36144 

■ PORK B8JJES CHE (40509b; Crtsftotf 


Fab 4639-1200 4689 4429 1.770 3510 

Mr 44.000 -1.400 46200 44.700 91 365 

May 46825-1800 47800 46800 34 19 

Total 15 ® 4595 


For solutions to today's crossword call 0893 -230060. 
Calls coot 50p a minute. 


LONDON TRADED OPTIONS 

9rika prica S Mm — CaBt— — P 


■ SOYABEANS CRT (SOOObu mlic enMOb tasM) 


55325 -525 58080 55180 1729 23.185 
58208 -625 57050 56080 29874 64843 
57080 -62S 57880 59.9 699 26456 
579.® -675 5872S 57950 1,173 11,797 
50775 -675 594SD 58680 1,545 16820 
59980 -480 596® S8650 52 1.038 

■7a nrt 


11670 +670 1980 112-00 61® 13853 
112-40 +645 1129 10880 3.477 10293 
11285 +855 11275 1069 STB 4842 
T1325 +69 11425 1109 36 2521 

1149 +69 111.40 111.® 56 1/499 

1169 +4.7S 1139 1139 10 742 

1359 32,79 

iKOPJScatsfpana 


9 SOYABEAN 06, Cto (950®K cents®) 


24.39 -639 2483 2427 6514 46749 
24.47 -022 7455 2425 1.536 18294 


Oct a Pirn. day 

CD 0 fL (My 9612 9640 

15 flay warage 9456 959 

■ WWTE SUGAR LIFFE (50 ernes Stood 


Mar 

2J.53 

-0 26 

24® 

2445 

1.741 

18.406 

Dac 

221 2 

-05 

223.0 

2209 Z720 14082 

Hoy 

24 57 

-021 

24® 

24 48 

385 

9.715 

Mar 

2240 

-12 

2250 

2230 1065 15093 

Jul 

24® 

-020 

24® 

24® 

840 

11.721 

May 

220.0 

-10 

2270 

226.1 230 2929 

tag 

24.72 

-008 

24® 

24® 

1® 

10® 

tag 

2270 

-14 

228.4 

2270 83 Z778 

Total 





art 

art 

Oct 

2241 

-1.1 

2240 

240 28 Z119 

m StrrABEAN MEAL CRT 11® tons. SW 


Dac 

•nnn 

+10 

2282 

2282 2 1® 








Total 




5048 37ST2 

Dee 

Jm 

1410 

144.1 

-1.7 

-17 

1400 

1460 

141.0 13,370 68.487 
1411 3.715 20742 

■ S0GAR Tl' CSCE I112O009K CO1WBE0 

Mar 

1470 

-16 

1506 

1470 

1,911 

17020 

Iter 

7® 

-Oil 

7.75 

70816091 87258 

May 

151.0 

-22 

154.5 

ino 

197 

9.7® 

May 

7® 

-0.10 

702 

7® 1022 17028 

M 

ISO 

-22 

1503 

1550 

12S 

120® 

Jd 

7.76 

-008 

7® 

7.76 12® 14033 

toj 

1562 

-22 

1800 

156.5 

28 

Z33S 

Oct 

801 

-004 

805 

7® 191 10000 

TeW 





nfa 

da 

Mar 

825 

— 

824 

823 1® 70® 

■ POTATOES LPFE (20 tomes E per umej 


Hay 

829 

- 

- 

- 40 553 








Tata) 




10848138,179 


■ AUMMUH 

0KJ%) LME 

129 

13® 

139 

■ COPPBt 
(Grade A) LME 

159 

ISO 

1700 

■ COFFEE LITE 

1600 

1650 

179 

■ COCOA UTE 

10® 

1025 

1050 

■ BRBIT CRDDE fE 

129 

139 

139 


CROSSWORD 

No.9,829 Set by ARMOnVe' 


Doc Mar Dec 

67 6 97 

S3 22 ® 

12 51 42 


Dec Mar Dec 

110 9 154 

44 42 94 

11 1® 52 

No* Jvi Nor 

97 92 27 

68 70 48 

45 62 75 

Ooc Mar Dac 

16 9 12 

6 40 27 

2 29 48 

Dae Jan Dec 


LONDON SPOT MARKETS 

■ CRUDE OR. FOB (per tend) m 


No* 

Mb 

1250 

1650 

+250 

- 

- 

■ COTTON NYCE (SOJXUx centa/ffis} 


2670 

-OD 2700 2640 

1® 

1.781 

Dec 

67.77 

+065 

67® 

6075 8078 36JI4 

May 

2770 

-80 - - 

- 

_ 

Mar 

87.13 

+031 

6705 

66® 4.655 23023 

in 

2870 

-DO - - 

- 

_ 

Hay 

87.75 

+035 

67® 

67® 1.117 14.143 

ToW 



185 

1081 

Jd 

6825 

+035 

68® 

8770 735 10.096 


■ HBM CRAPE COPPER tCOMEX) 

5dt Day* Open 

pries ebanpe High Law Vd M 

Nov 72.40 -025 7300 72.40 399 1928 

Dae 72.80 +040 739 7Z10 11,(11 36983 

Jaa 73.15 +045 73.75 73 40 31 2339 

Feb 73.40 4640 72.50 7Z45 29 1.246 

Mr 7365 +0.40 7435 73.15 2.131 61® 

Apr 7355 +0.45 74 JO 74 JO 14 1.199 

Totd 16796 BMM 



Sett 

Oaft 

Opn 


price change Mgh Lear 

Vd M 

Ha* 

115® 

♦325 116.75 115® 

8,180 34271 

Dec 

11925 

+3® 120® 118.75 

4.496 43046 

J® 

122 75 

+ZS0 12175 12225 

1203 25095 

Fob 

125® 

+2® 126® T2&® 

224 16,113 

Mar 

127® 

+2® 127® 126® 

74 11.841 

to 

12975 

+2.75 12875 128.75 

35 6.383 

Total 



13000175257 


■ FRBSHT ffCTEX) UTC (51 OMB poftn) 


6625 -0.10 6640 6&20 9 898 

6777 94894 


Od 

Nee 

961 

1010 

-1 

+11 

1010 

1010 

5 

321 

375 

■ 0RAME J0RE NVCE (ISOOOta two/ld 


Dac 

1030 

+25 

1030 

1025 

3 

229 

NOV 

115.® 

+0.05 11700 11575 1035 

1014 

Jan 

1030 

+20 

1030 

1030 

1 

532 

Jm 

1 17.35 

-0.75 119® 117.10 2017 1Z748 

to 

IDLE 

+1S 

_ 

- 

_ 

S3! 

Mat 

120.10 

- 121 JS 11925 209 

5.574 

Total 





9 

Z2M 

"ay 

12105 

-005 12Z® 122® BO 

1J84 


Owe 

Pmr 




Jd 

12205 

-0® 124® 124® 51 

689 

BR 

8® 

955 





Sap 

12305 

-006 - 12*® 59 









ToW 


*054 22JS1 


PRECIOUS METALS 


■ LORDON BULLION MARKET 
(frees suppBod oy N U HoVSCMfi 


GdflfTroy oi) 

Sprite 

Eapto 

SFr equto 


Ctase 

292.10-9200 



Dec 

Opening 

2gc.7D-rexoo 



Jm 

Moning tta 

29Z75 

175090 

393095 

Fet 

Mann to 

29Z70 

175.427 

394.121 

Mar 

Day's High 

29310-29146 



to 

Day's Unr 

292 10- 232*0 



Hay 

' PffihiB dtx 

232 70-29120 



TOW 


■ NATURAL fiAS NE (1 DM BWiP peace pglWM 

Dac 15220 -0010 1W40 161® 545 3325 

Jm 10.030 +0.030 18. TOO 16030 9 699 

Told 1,1® 34810 

■ HATPBAL GAS BWKX I10JM0 maBfc: trmafluj 

latest Day* 0pm 

price da n® Hgb Lew Vd hit 

Dec 2335+090 2350 2.240 22057 5l.*W 

Jan 289+6052 2810 Z410 734? 32.464 

Feb 2430+6042 2.440 2370 3362 20855 

Mar 2.330 +0040 23J0 2375 3.133 19 111 

Apr 2.225 +0.030 1230 2155 99 12192 

May 2195+0 028 21® 21® 711 9.033 

46526234^48 


PULP AND PAPER 

■ POLPBtWUt 1056 24^ dry tew} 

Sell Day's 


Sell Day's Open 

Price danse Mgb lea W M 

42325 -250 4293S 42625 20 4® 
45175 -125 45225 45080 42 218 

94 551 


VOLUME DATA 

Open MenM and Wane use eboen tar ceoncts 
MM in CtNEX. NYIEX CRT. NVCE..OC, CSCE 
and K Oude ® are ona day to arnao. Votane a 
Open Uemt ttafc are ford traded a arttg. 


FUTURES DATA 

<4ff fettras da socfisO ftjr OC. 


Loco LA Mean Cdd Leortag Rads (V9 US9 

1 month 487 6 mrtto . 3® 

J monte 417 12 manta 388 

3 mwtte 4.01 

Star Ri prtroy oc. US CS eouta. 

Spd 503® 30185 

SBier LanOB Kata 


■ UmfnKD CASQUfC 

NYlO (42000 US gats. cAJS gdbj 


1 raaffli 

2 noma __ 
3nom — 
Odd Cota 
Krogsrafl! 

Mw Soiertasn 


330 fimadia.. 

270 12 moans 

— -240 

$ Price 
206-39 
69-73 


Latat Day's 
(rice rbnnge 

4445 *028 
4445 +618 
4485 +623 
4675 +628 
4640 +0.® 
4625 +665 


I9# tea 

4530 44.05 
44X5 44® 
4485 4485 
4680 45® 
48.75 4640 
4940 4620 


Vol tot 

2R467 32S2Q 
1.784 11.742 
557 5311 
1826 4,882 
175 7.164 
387 4.987 
46891 76012 


Minor Metals from Metal Btfetfn 
Eiropean tree marital. S per pound m 
wareftouM. unless o bwna te e staled (last 
wflt s prices in brackets, where clufi^fd]. 
Antknony: 99.66%, S per tonne, 1,300- 
1.350. Btemuite rrtn. 90.99%, tonne lots, 
280420 (3.00-3.20). Cadmium: min. 
99.85%. cents a pound. 17-20. Cobalt: 
AS free market, min. 99.8%. 1580*1680 
(18 50-17.501. min. 99.3%. 13.90-14.90 
(1* 50-1 5.50). Marciay: min 9989%. S 
per 76 pound flask, 137-145. Bfotytxf^ 
ntni: drunmad motytxfic Oddn. 2.1 8-2 JS 
(225-2.35). Salankm: rrtn. 998%, 1.40- 
236 Tungsten ora: 38-48. Vanadium: 


INDICES 

M ttodan (Bate 18/901 - 100) 

8d» 2 Oct 30 Beatt ago wera® 

14767 14G23 T441.4 . 18203 

■ CRB Rtawa (Baaa: 1987 = 100) 

Oct 30 Od 29 ceonft mo yevags 

20328 20274 

■ 880 Spat (Base: 1970 -1001 

Oct SO Od 29 oontb aso year ego 

14649 14781 153.77 20581 


IME a&SBWSE STDQS (ftmwti 



Mmirtoai 

+4® 

to 

528.400 

torfrta doy 

+500 

to 

B5.B0 

Copper 

+Z7® 

a 

480.425 

Had 

-125 

d 

119050 

MEW 

+88 

a 

600® 

Dac 

-1J2S 

to 

345050 

ni 

-W 

to 

B.D2S 



l - 



HUM 

SI 205-2021 

*027 

tad Band Mad 

S122B-Z34 

+0075 

Brant Bend (Dec) 

S1133-3J9 

+0.425 

W.TJ. 

S1406-40to 

+0® 

■ wLJ’ROOBCTS NWEprenpi deOnry CF goend 

tamtam GBsoCne 

SI 50*152 

+1 

ta 01 

S114-1IS 

+4 

Heavy Fuel 08 

SSS-61 

-2 

NapMw 

SI 38-138 

-1 

Jd tad 

SI 31-134 

+4 

Od* 

SI 25-1 27 

♦05 

■ NAJDHM. GAS (Fme/thmO 


Bactoo (Dad 

1020-1505 ' 

-0® 

toflu Jqpo. 7 m (ante (smi xs am 


■ 0TMB 



Odd (per tray o$£ 

aoto.m 

•a® 

aw (jw *oy nz)^ 

5O7JJ0C 

-0® 

Ptodmn tar aay «4 

5336® 

+1.75 

PataOte Oar tpjrczj 

$273® 

-2® 

Copper 

79 Oc 


Lead (US prodj 

4500c 


Tto (Kuala Lunyu) 

2Q25r 


Tin (Raw Tort) 

2615 

-1.0 

Caeie (ha wdtfd) 

7608p 

-i 3sr 

Stasp (M wupn) 

8&4Sp 

■201* 

Pta(ta wepntt 

4704p 

*zsr 

I®, day ager On} 

<190®- • 

♦i® 

Lon. toy Mta [wW . 

. 6228.® 

+i® 

B«tey (&» toad) 

Itaq 


Hahe(US W3 Mu) 

eios® 


WDM (US Dart Mrt8 

Unq 


fUtoer (NW)V 

50®p . 


Hitter (Deqf 

enmp 


totter (HLRSSNBl) 

28000a 

-i® 

Cpcavt ca rai 

730. Qy 


Patai 01 (Mrtayj§ 

660® 


Copra (FMD9 

»750y 


Soyetaans (US) 

1540T 


cocoa OedooKA' Mr 

' 58® 


Htatape (6*3 Sepal 

28flp 




ACROSS 

L North American dogs get a 
move on to lodge for food 
( 8 ) 

S Hie church pursues a tax 
for drink (6) 

9 initially, onager is found in 
stablin' for the horse (S) 

10 Sound batting requires per- 
ception (6) 

12 A Greek with a t-twitch (5) 

13 Pa’s driven mad by snake 
(i5) 

14 A penny, media trans- 
formed into a crown (61 

16 Unstable boy catches ver- 
min (7) 

19 It’s imposing - a place 
holding the Olympics (7) 

21 It's nonnal to protect sick 
supporter (6) 

23 File breaking roof support 
is within reach (8) 

25 A time to turn back from 
the battleground (5) 

26 Bin! returns in order to kill 
(6) 

27 Group getting animal's 
nerve centre (8) 

28 Measure the kernel and do 
it again (6) 

29 Supporter is to give way 
about the fmaip <8> 


DOWN 

1 It is bad luck finding one's - 
husband in the plan (6) 

2 The. winger receives tackle, 
initially producing a shock 
(9) 

3 Ancient artefact found in 
derelict bui lding (5) 

4 MO's soup is prepared from 
this creature (7) 

6 A cape for the girl falling in 
the water (9) 

7 Vagrant finds small coin, 
under vehicle (5) 

8 Can a striker’s success be ‘ 
that unusual Richard? (3.5) 

II This individual kept a dub 
in times gone by (4) 

15 Amazingly Pa praised 

_ escape (9) 

1" Attempted to cover channel' 
with decorative pattern (9) 

18 Type of tree in island plan- 
tation (8) • - 

20 Lincoln accepted black 

priest (4) 

21 Get ready to cut material 
inside (7) 

22 Sixpence for the sun bed (6) 

24 Reptile I caught in jelly (51 

+5 Ancient European fish (61 


i pa tna MaaatoiM p 
n itart m boh> wm i 
tmw A tabs bm ibib. * 
httri d pQA m 


mVcott t*9Rr 
Dec YUBflE Ft*** | OF 


Solution to SS&S* vasa f W November 14. 

011 to yesterdays prize puzzle on Monday November 16. .. 
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LONDON STOCK EXCHANGE 


Shares race ahead on rate reduction optimism 


USE Aft-Stare Index 


MARKET REPORT 


By Steve Thompson, 

UK Slock Market Editor 


The start of what could be a 
momentous week for Lon- 
don's stock market saw 
share prices gallop ahead on 
the back of ever-growing 
confidence that another 
domestic rate cut is immi- 
nent. 

Helping the London mar- 
ket build on its recent buoy- 
ant mood was another pow- 
erful showing by Watl Street 
which, following last Fri- 
day's near 1 00- point gain on 
the Dow Jones Industrial 


Average, posted another 
three-figure rise shortly after 
the opening bell yesterday. 

On top of the prospect of 
another local interest rate 
reduction, institutional buy- 
ers were enticed back into 

the market by takeover and 
corporate stories. 

Global market bulls 
pointed to the possibility 
that central banks In both 
France and Germany, meet- 
ing on Thursday morning, 
could signal rate cuts in 
those countries, moves 
which are expected to be fol- 
lowed up by the Bank of 
England at midday the same 
day. 


The FTSE 100 index settled 
87.1 higher at 5,525.5, extend- 
ing its rise over the past 
three trading sessions to 
231.6. or 4.4 per cent. 

At its best, seconds before 
Wall Street opened for busi- 
ness. the FTSE 100 posted a 
12&point gain at 5,564.4. 

Equally impressive were 
the market's second liners 
and smallcap stocks, which 
made rapid progress all day. 
Tbe indices representing 
both areas of the market fin- 
ished at or around their ses- 

sion-highs. 

The FTSE 250 closed tbe 
day 76.4 firmer at 4,887.8, 
only a fraction off Its ses- 


sion-best of 4,889.0. That gain 
was the 13th winning perfor- 
mance out of the past 14 
trading days. 

And the FTSE SmallCap 
delivered another power- 
packed performance, racing 
up 22.7 or l.l per cent to 
2,035.0, to record a record- 
breaking lotb straight 
upside performance. 

The positive interest rate 
story was only slightly offset 
by worries that this week's 
Confederation of British 
Industry conference in Bir- 
mingham would bring a 
series of confidence-sapping 
speeches about British 
industry. The latest CBI sur- 


vey, published yesterday, 
provided a gloomy back- 
ground to the conference, as 
did the UK purchasing man- 
agers' survey, which 
revealed the worsr condi- 
tions since the data were 
first compiled in 1992. 

Gordon Brown, Chancellor 
of the Exchequer, is due to 
reveal his pre-budget state- 
ment today, which commen- 
tators expect to include a 
Treasury downgrade of its 
domestic economic growth 
forecast for tbe current year, 
down from 1.5 per cent Co l 
per cent. 

The takeover/corporate 
activity stories involved 


many of tbe UK market's 
front line stocks. Williams 
Holdings held top spot in the 
FTSE 100 for much of tbe 
day after a report that Tyco 
International, a leading US 
Group, had hekl talks with 
the company. 

That news was confirmed 
by Williams although it said 
discussions hod been termi- 
nated. 

There was also growing 
talk that a takeover move in 
the financial sector was 
being prepared. 

Turnover in equities was 
again disappointing, reach- 
ing only S32m shares by 
6pm. 


2700 — 

3600 


Equity shares traded 

TlTOWCf ty t'Uumi' irnriii'Til 

13JU 


2200 - W— 

2ioo ; 

Sep 1995 
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indices and ratios 


FTSE 100 

55205 +07.1 

FT 30 ***■ 

— ’jl- 

^ " 

FTSE 250 

4807.8 +784 

F7SE tftn-Fina fr’B - : 



FTSE 350 

26333 . +415 

FTSE 100 Fui Ok R:cr.c 


. r . 

FTSEA0Hwb 

244.34 +».« 

lOirtWTUU r ' T 


— 

FTS Afl-Share vWd 

338 313 
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GREis 

target 

again 


COMPANIES REPORT 


By Peter John, Joel Ktfcazo 
and Martin Brice 


Guardian Royal Exchange, 
one of the market's most fre- 
quently revisited takeover 
targets, has returned to the 
speculators' gun sights. 

GRE was up 15' z to 305p 
yesterday and the 5 per cent 
gain built on a recent rise 
that has dragged the stock 
from a two-year low on 
above average turnover. 

Dealers were noting the 
rumours last week but the 
prospect of the insurer's vul- 
nerability was brought to 
the fore yesterday’ by the lat- 
est piece of research from 
Merrill Lynch. 

Merrill published its 
annual review of car insur- 
ance premiums, the area of 
business that affects Guard- 
ian more than the other UK 
insurers. 

The broker concluded that 
while motor premiums have 
risen by about 6 per cent, 
the growth is not enough to 
offset the harsh competitive 
environment in which gen- 
eral insurers operate. 

Merrill is nervous about 
the fundamentals but has 
the stock on a short term 
“accumulate” rating on 
“speculative grounds". 

Other analysts agree 
Guardian is wide open to 


attack. Charles Landa at SG 
Securities said: “Guardian is 
caught in the middle ground. 
I think they're desperate to 
do a deal. They really should 
sell themselves to a US or 
German insurer." 

BP sparkled 18 higher at 
895 p to record a gain of 
almost 10 per cent since the 
beginning of last week. 

The latest nse in the 
shares coincided with the 
release, ahead of schedule, of 
the company’s prospectus 
for its merger with Amoco. 
Analysts were reassured by 
BP's comments that the 
dovetailing exercise was on 
track for the end of the year. 

The merger is predicted to 


create a big demand for 
stock from UK funds trying 
to maintain an appropriate 
holding as the weighting 
jum ps from 4 per cent of the 
FTSE All Share to more than 
6 per cent 

HSBC Securities is offering 
UK funds with restrictive 
investment codes of practice 
as a way into the Amoco 
side of tbe deal, which was 
at a 5 per cent discount to 
BP yesterday. The broker 
has created Amoco warrants 
priced in sterling. 

Oils were broadly perky 
with buyers reacting to a 
firmer underlying oil price. 
Among the exploration and 
production stocks Lasmo 
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rose tf 1 .-! to 186‘>p and Enter- 
prise 12 to 420p. 

Williams saw brisk trade 
of 4m as it confirmed week- 
end press reports that it bad 
been in talks with Tyco 
International of the US. but 
said those discussions had 
ended. The shares gained 
12'/< to 385p. 

A squeeze, together with 
vague takeover talk, sent 
shares in sugar products 
group Tate & Lyle soaring 70 
or 20 per cent to 420p. the 
best performer on the FTSE 
250. 

One dealer said: Tve been 
trying to get hold of this 
stock today but f just 
couldn't get the shares." 

Early talk of a bidder for 
the UK group was also 
heard, with Monsanto, the 
agriproducts, food ingredi- 
ents and drugs group, 
suggested in some quarters 
as a possible suitor. 

However, with turnover at 
a lowly 373,000 shares by the 
close, analysts dismissed the 
talk. Several attributed yes- 
terday's advance to bargain- 
hunting for a stock that has 
fallen from a year’s peak of 
580p. Lehman Brothers is 
among those that favour the 
stock and yesterday told cli- 
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ents; “Things are starting to 
go right and yet the shares 
remain very cheap." 

Having issued two profits 
warnings this year, forcing 
analysts to slash profits esti- 
mates. specialists will be 
paying special attention to 
full-year figures published at 
the end of this month. 

In the rest of the sector, 
be tier- than -expected final 
figures from Associated Brit- 
ish Foods saw the shares 
appreciate 29 to 589p. Carl 
Short at SG Securities is a 
buyer of the shares and said: 
“With recession looming. 
Associated British Foods is a 
stock whose time has come 
thanks to its renowned 
defensive qualities.” 


Norwich dips 

Norwich Union dipped 7V, 
to 4lS‘4p on nervousness 
that the insurer might be 
looking for up to £lbn to fuel 
its expansionist dreams. 

Norwich has emerged as 
one of the most likely bid- 
ders for National Provident 
Institution, the mutual life 
assurer. 

Drugs group Medeva slid 5 
to 116p with Panmure Gor- 
don. the house broker, knif- 
ing its profit forecasts fol- 
lowing a meeting with the 
company on Friday. Pan- 
mure cut its 1996 estimate 
from £98 .4m to £75m and its 
1999 number from £l00m to 
£50ra. 

Centrica deflated 4 to 112p 
following comments from 
the gas regulator that it was 
concerned about the compa- 


ny's dominance in the 
domestic gas market. 

Regulatory risk was high- 
lighted last week by the lat- 
est review of the water com- 
panies, which demanded 
bigger price cuts than most 
analysts had expected. 
Hopes that duty-free sales 
might survive current plans 
for their abolition prompted 
buying interest in P&O and 
British Airways. 

Both were among the bet- 
ter Footsie performers fol- 
lowing tbe analysts 1 meeting 
for interim results from 
BAA. 

BAA was said to have 
raised the prospect of a 
delay to abolition as it 
reported figures described by 
one analyst as “pretty good 1 ' 
but unlikely to lead to prof- 
its forecasts being upgraded. 
The company was also cau- 
tious on prospects for con- 
sumer spending. 

BAA was Up 22 at 694'4p, 
while BA gained 18 to 452p 
and P&O 35 to 658p. 

Great Universal Stores 
was the best performer in 
the FTSE 100. The shares 
gained 51 to 693p after GUS 
confirmed it had put its 
finance division up for sale 
with a £l.2bn price tag. 

Mobile telephone stocks 
were in demand as ABN 
Amro pointed to substantial 
subscriber growth across the . 
sector. Analysts there 
believe October subscription 
figures to be in the region of 
350.000. up from 185,000 at 
the same stage last year. 

Quarterly figures fbr the 
period ending with Christ- 
mas are expected to more 
than double to 1.5m new cus- 
tomers. Shares in Orange 
Jumped 32Yj to 588p as James 
Ross at ABN Amro raised 
his near-term share price 
target from 550p to 650p. 

The broker is also a buyer 
of Vodafone, 39 ahead at 
B39p, and Securicor, which 
rose 23 to 465p. Securicor 
yesterday announced the 
sale of a half share in its 
distribution division to Deut- 
sche Post in a £223.4 m deal. 
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MARKETS 


Rate cut hopes blot out profits concerns 


MARKET FOCUS 


WORLD OVERVIEW 


It looked like a case or lower 
interest rates over earnings 
yesterday as investors 
shrugged off profits concerns 
and hopes of rate cuts in 
Europe and possibly in the 
US later this month sup- 
ported sentiment, writes 
Emiko Tera&mo. 

Europe followed Asia, edg- 
ing higher, and saw later 
support from Wall Street. 
Manila rose 5 per cent. 
Tokyo alm ost 3 per cent and 


Jakarta added 2 per cent, in 
Europe. Amsterdam shone, 
advancing nearly 4 per cent, 
helped by financials, while 
both Milan and Madrid 
gained over 2 per cent. 

So is the worst over for 
equity markets? With share 
prices higher and volatility 
lower, investors seem to 
have snapped out of the cri- 
sis mode of August and Sep- 
tember. The Asian markets 
- which bad led the global 
declines - were winners of 
the October rally. 


According to FTSE Inter- 
national. whicb compiles the 
FT/S&P indices, the best per- 
forming markets were Jak- 
arta. which rose 64 per cent 
in dollar terms, followed by 
Bangkok at 60 per ceht. 
Manila at 48 per cent. Singa- 
pore at 40 per cent and Hong 
Kong at 32 per cent. 

Even the worst five per- 
formers were in the positive 
column, with Athens up 4 
per cent in dollar terms. 
Dublin 4.6 per cent. Sdo 
Paulo 5 per cent, and both 


Frankfurt and Amsterdam 
up 5.6 per cent 

Although reports ol a 
banking tie-up helped boost 
share prices in Tokyo yester- 
day, the market has been 
conspicuously absent from 
the global October rally. The 
market only managed to 
edge up 0.3 per cent in local 
currency terms last month. 

With weak consumption, 
investment and external 
demand working against the 
Japanese economy, there 
may be little light for Japan, 


says Lehman Brothers. 

The economy will continue 
to be depressed by poor busi- 
ness and consumer senti- 
ment, a dysfunctional bank- 
ing sector, a negative 
combination between out* 
put, employment and 
income, and deteriorating 
overseas demand. On top of 
this, structural problems, 
including over-regulation, a 
distorted tax system and 
underdeveloped corporate 
governance, also continue to 
affect growth prospects. 


In spite of the govern- 
ment's latest banking sector 
package and the prospect of 
a large fiscal stimulus. Leh- 
man expects the economy 
contract further in 1999. 

Meanwhile, technical anal- 
ysis by HSBC Securities sug- 
gests that Japan, after hav- 
ing been in a downtrend, 
may have hit a relative low 
and seen a reversal. How- 
ever. this relative low (com- 
pared with the world index) 
does not rule out a further 
decline in absolute terms. 


Rivals waltz 
ahead of Vienna 


Cyclicals lift 
Dow above 
8,700 level 


Philips boosts Amsterdam 


EUROPE 


AMERICAS 


US shares continued to rally 
in early trading with 
renewed buying of cyclicals 
helping to lift the Dow Jones 
Industrial Average above the 
8.700 level, writes John 
Labate m New York. 

“There's a lot of liquidity 
that's been built up from the 
previous market turmoil, 
and people are pouring it in 
[the market J." said Bill Mee- 
han. chief market analyst at 
Cantor Fitzgerald in Connec- 
ticut. “We've seen a fairly 
substantial shift into eco- 
nomically sensitive stocks 
like commodity producers, 
retailers and financials." 

By early afternoon the 
Dow had gained 110.96 or 1.3 
per cent to 8,703.06 while the 
S&P 500 index was 11.97 
higher at 1.110.64. 

Cyclical Dow shares were 
especially sharp risers, led 
by Goodyear Tire, up 5.9 per 
cent or $3$ to SS7£. Boeing 
was 5.8 per cent or S2,\ up at 
$39ft after the aerospace 
company said it bad gained 
regulatory approvals for 
some of its new models. 
Allied Signal gained more 
than 4 per cent to $4Q?i. 

Citigroup. however, 
plunged $l£ or nearly 4 per 
cent to $45 J i on news that its 
president bad resigned and 
after Warburg Dillon Read 
cut the stock from “strong 
buy” to “hold”. 

The Nasdaq composite, 
heavy in technology shares, 
gained 24.73 or 1.4 per cent 
to 1.796.12. The Russell 2000 
index of small company 
shares rose 6.69 or 1.77 per 
cent to 3W S5. 

US Treasury prices fell 
back strongly in spite of a 
surprisingly weak report by 
the National Association of 
Purchasing Management. 

The NAPM's main index of 
manufacturing activity fell 
from September's level of 
49.4 to 48.3 in October. 

By early afternoon the 
benchmark 30-year bond was 


down l& to 104J=. sending 
the yield higher to 5.231 per 
cent 

Shares of CalEnergy 
gained more than 4 per cent 
to S2S'/» after CS First Boston 
rated the company a “strong 
buy”. In spite of CSFB's 
change in rating from “hold” 
to “buy” for foods producer 
Kellogg, the company's 
shares climbed S li to $331 i- 

News that Medromc. the 
medical device producer, had 
taken over Sofamor Danek 
sent both shares sharply 
higher. Sofamor surged $9% 
to Sill 1 ' while Medronic 
gained $154 to $66',-i- 

TORONTO continued to 
push higher with the latest 
gains supported by takeover 
talk and hardening hopes of 
an imminent official down- 
ward nudge for interest 
rates. 

The benchmark 300 com- 
posite index, which has risen 
6.2 per cent over the previ- 
ous five daily sessions, was a 
further 79.62 higher at 6,287.9 
at the noon calculation. 

Banks, the main interest 
rate barometer, had another 
lively session with Royal 
Bank of Canada gaining 
C$1.25 at C$72.35 and Cana- 
dian Imperial Bank up 75 
cents at C$31.40. 

Among industrials, lead- 
ing conglomerate Power 
Corp of Canada jumped 
C$1.25 to C$33.75. Telecoms 
met with demand too. North- 
ern Telecom rose 30 cents to 
C$66.45 and BCE 35 cents to 
CS52.65. 

Golds failed to keep in 
step, slipping lower as inves- 
tors tracked the softening 
bullion price. Barrick came 
off 85 cents at C$31.95 and 
Placer Dome retreated C$l to 
C$23.45. 

Takeover talk was sup- 
ported by Friday's late news 
that Loblaw was paying 
C$l.6bn for Provigo in a deal 
that was widely seen as 
accelerating the pace of con- 
solidation in the Canadian 
retail industry. 


Santiago up on earnings 


AMSTERDAM shot ahead, 
boosted by a high-voltage 
performance from Philips. 
The AEX index rose 37.44 or 
3.8 per cent to 1.030.60 to 
consolidate Friday’s brief 
surge through the 1.000 

level- 

Philips powered 9 per cent 
or FI 9 higher to FI 108.40 on 
the weekend news that the 
electronics giant planned to 
radically restructure its 
manufacturing base. 

Tbere was good support' 
too from financials which 
continued to bask in the 
glow of hopes for lower 
interest rates across Europe 
in the run-up to this week's 
meeting of the Bundesbank's 
Influential policy-making 
monetary committee. 

INC jumped FI 7.50 or S3 
per cent to FI 97.90. helped 
partly by news that its ING 
Barings arm plans to unveil 
the findings of a strategic 
review in January. ABN- 
Amro added FI 1.60 at 
FI 36.60 

Royal Dutch rose FI 1.10 to 
FI 91.30 in spite of a cut from 
market outperform to mar- 
ket perform by Goldman 
Sachs as the broker trimmed 
its estimates of oil prices for 
this year and next 

KLM hardened FI 1.50 to 
FI 57.90 ahead of tomorrow’s 
second-quarter earnings 
statement although most 
brokers predict a disappoint- 
ing report from the airline. 

Hagemeyer, the trading 
group which has a big Asian 
trading base and changed 
bands at FI 105 earlier this 
year, jumped FI 5 JO or 8J 
per cent to FI 64 on the 
improving outlook for the 
region. 

STOCKHOLM was another 
big winner as banks fuelled 
the advance on hopes of 
more restructuring in the 
nordic financial sector. Ana- 
lysts noted that expectations 
were also growing For a cut 
in the key repo rate later 
this month. The general 
index climbed 108.68 or 3.7 
per cent to 3,034.35. 

The banking sector soared 
6 per cent in the wake of 
Handeisbaoken's cash bid 
for Norway's Fokus bank 
last Friday. Handelsbanken 
gained S Krl5.5 0 to SKr344. 

FRANKFURT put on 1.5 
per cent, largely reflecting 
technical rebounds in some 


Philips Electronics 
Share price and index rebased 



blue chips. The Xetra Dax 
index finished 71.48 higher 
at 4.762.47, but in light trade. 

Adidas-Salomon tumbled 
DM10 to DM185 after the 
sportswear and equipment 
group disappointed the mar- 
ket with details of its nine- 
month loss due to its acqui- 
sition of French group Salo- 
mon earlier this year. Ahead 
of the results, the shares 
traded as high as DM206. 

Dresdner Bank fell Into 
negative territory after its 
nine-month results failed to 
live up to some analysts’ 
expectations and the bank 
attributed a third-quarter 
operating loss to the finan- 
cial crises in Asia and Rus- 
sia. However, the shares fin- 
ished DM1.50 higher at 
DM66. Other h anks were 
mixed. Commerzbank eased 
30 pfg to DM49.80. 

Thyssen put on DM8.50 to 
DM307.50 after the group 
expressed an interest in buy- 
ing Viag subsidiary Kloek- 
ner. Viag was DML50 higher 
at DM1.120.50. 

Shares in chemical groups 
were mostly higher ahead of 
a week of results. Hoechst 
rose 77 pfg to DM70 .50 on a 
newspaper report that it was 
still in talks with Rtaone- 
Poulenc on a possible tie-up. 

Volkswagen was DM3.20 
higher at DM127.70 after the 
chief executive forecast the 
group would achieve record 
results in 1999. Other car 
stocks were higher. BMW 
climbed DM45 to DM1.210 
and Daimler Benz put on 
DM4.75 to DM134.75. 

PARIS rose 46.67 to 
3.569.60 on the CAC 40 index 
after moving briefly above 
3.600 for the first time since 
September 16. Motor stocks 
improved on the back of the 
latest sales numbers for the 


industry. Renault added 
FFr8J>0 at FFr246 and Peug- 
eot FFr276 at FFr953. Valeo 
jumped FFr24 or 5 per cent 
to FFr505. 

Interest rate hopes got 
behind banks with BNP up 
FFr15 at FFr366.90 and Pari- 
bas FFr22.60 at FFr431- Total 
and Elf Aquitaine gained 
FFr29 to FFr670 and FFrll to 
FFr654 in spite of Goldman 
Sachs' negative comment on 
the global oil industry. . 

ZURICH moved ahead in 
line with its neighbours and 
the SMI index finished 91.8 
higher at 6,642.4. Banks were 
mixed. UBS went along with 
the broad market recovery, 
rising SFr4.50 to SFr376 
while CS Group lost 225 to 
SFi-206. 

Private banks were helped 
by expectations that they 
might be planning to buy 
back their own shares. Insur- 
ers were also higher. Swiss 
Re rose SFri6 to SFr3.032 


and Zurich Allied SFrlO to 
SFTS33. 

Swisscom rose SFr25.50 to 
SFr484 as it attracted a raft 
of mostly positive recom- 
mendations. JP Morgan initi- 
ated coverage or the stock 
with a long-term buy recom- 
mendation while Goldman 
Sachs set a 12-month target 
range of SFr490-SFr510. 

MADRID saw solid gains 
for banks as local money 
continued to soften and fol- 
lowing Friday's bounce for 
Brazilian shares. Santander 
shrugged off an earnings 
downgrade by Goldman 
Sachs to close PtalTS or 6L8 
per cent higher at Pta2,740. 
The general index ended 
17.84 higher at 789.49. 

HELSINKI saw another 
loss in Raisio, on top of Fri- 
day's 6.2 per cent tumble, as 
the long-awaited US launch 
of anti-cholesterol food 
ingredient Benecol ran into 
problems with the Food and 
Drug Administration. The 
shares finished FM3 lower at 
FM65. up from a low of FM59 
but the general index put on 
94.35 or 2.1 per cent to 
4J>75.4L. led by strength in 
forestries and financials. 

ATHENS shot up 5JJ per 
cent as bulls returned with a 
strong appetite for the bank- 
ing sector after Friday’s rate 
cuts and OTE's successful 
global offering. The general 
index climbed 126.67 to 
2^89.60. 


Written ami edited by Michael 
Morgan, Jeffrey Brown, Emiko 
Terazono and Peter HaB 


However hard the Vienna . 
stock market trie, it cannot . 
shrug off its image as one of 
the world's worst performing 
markets. Since the end of 
1995, the German and Swiss 
stock markets have doubled 
while Austria is up by less 
than a fifth- 

Everv now and again it Is 
"discovered" by interna- 
tional investors. But at the 
first hint of trouble they 
take flight. Austrian shares 
take a battering, and the 
ATX remains stuck roughly 
a third below its peak of 
1.737.14 set in March 1990. 

This year is no exception. 
In the spring, shares had 
started to outperform. Cor- 
porate profits were growing 
at a double-digit rate and 
equity valuations looked 
cheap compared with other 
European countries. How- 
ever. the crisis in Russia and 
other markets quickly 
deflated the optimism. 

The ATX, which had bro- 
ken through the 1600 level, 
has fallen by a quarter since 
then and Austria has 
resumed its position next to 
the bottom of the European 
stock market league. 

Shares of OMV. Austria's 
biggest industrial company, 
have fallen by nearly 40 per 
cent this year. Although it 
has recently increased its 
target return on capital 
employed, from 10 per cent 
to 13 per cent, investors 
seem much more concerned 
about the impact of falling 
oil prices than its commit- 
ment to generate share- 
holder value. 

VA Stahl and VA Tech, 
two other Austrian blue 
chips, are down by a similar 
amount and are now selling 
on 5 and 10 times estimated 
1999 earnings respectively. 

In the case of Bank Aus- 
tria. the country's biggest 
bank, the sell-off makes 
some sense. It is doubling its 
provisions to over SchlObn 
this year to take account of 
the damage done by the Rus- 
sian crisis to its balance 
sheet. Its net profits are 
likely to be more than 



halved at Sch3bn and its div- 
idend will probably be 
uncovered. 

However, Friedrich' Most- 
bock. head of research at 
Erste Bank, believes the 
drop in most Austrian 
shares is “grossly exagger- 
ated" and caused by a mis- 
understanding of the Aus- 
trian economy. Although 
Austria has close historical 
ties with eastern Europe the 
fortunes of Its Industrial sec- 
tor are tied increasingly to 
western Europe. 

Erste Bank has calculated 
that the 12 largest industrial 
companies in the ATX. 
which account for nearly 
two-thirds of the index, gen- 
erate only 7 per cent of their 
sales in Eastern Europe and 
5 per cent in the Pacific rim. 
VA Stahl, the country's big- 
gest steel producer, gener- 
ates 1.5 per cent of Us sales 
from Russia and Wtenertar* 
ger, Europe's biggest build- 
ing materials group, has no 
Russian exposure. 

If Erste's estimates that 
Austrian corporate earnings 
wffl grow at over 10 per cent 
in 1999 are correct, then the 
market is trading on 11 
times 1999 earnings, com- 
pared with over 20 times in 
Germany. Given that the 
Austrian economy grew by 
over 4 per cent in the second 
quarter, its stock market Is 
discounting an inordinate 
amount of bad news. 
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Latin American trading 
volumes were mostly light 
given the absence or Brazil 
and Mexico - both closed for 
n national holiday - but 
shares continued to push 
higher. 

SANTIAGO took further 
heart from the recent run of 
strong earnings reports. The 
benchmark IPSA index, up 
almost 4 per cent on Friday, 


was 1.12 or 1.6 per cent 
higher at 73.20 at raidses- 
sian. 

CARACAS rode up with a 
better day for international 
oil prices. There was also 
continued support due to 
fading political worries. 

The IBC index, up 4 per 
cent on Friday, was 79.41 or 
2.2 per cent ahead at 3.710.63 
at midsession. 


Jo’burg rises on rate hopes 


SpUTTH AFRICA 

Financials pushed strongly 
ahead in Johannesburg as 
talk of interest rate cuts 
hardened and the all share 
index closed up 2.65 per cent 
at 5.972.3. 

Among banks. Standard 


jumped 95 cents to R17.85 
and Absa RL35 to R31.85. At 
the close, the financial index 
was 3.6 per cent higher at 
9.590.5. 

Industrials gained 2-6 per 
cent to 6,764.6 but golds 
stayed dull, slipping 2.1 per 
cent to 1.038.5. 


Tokyo spurred by Fuji bank deal 


ASIA PACIFIC 


News of a bank deal plus 
another good day for the yen 
lifted TOKYO in quiet trad- 
ing before today's holiday. 
writes Alexandra Harnett in 
Tokyo. 

The Nikkei 225 Average 
ended 388.24 or 2.9 per cent 
better at 13.952.75. its highest 
close for more than a week. 
During the day. the index 
dipped as low as 13.64&2S. 

The Nikkei-300 index rose 
6.99 or 3.4 per cent to 2li3S 
while the Topix index of all 
first section stocks put on 
30.24 or 2.9 per cent to 
1.065.64. 

Trading was weak at an 
estimated 373m shares 
exchanged, but the market’s 
momentum was strongly 
positive, with advancing 
shares outnumbering decli- 
nes 837 to 237. 

Shares in banks jumped 
5.5 per cent after Ftyi and 
Dai-ichi Kangyo announced 
plans for closer links. Fuji 
closed up Y53 or 11.9 per 
cent at Y499. Dai-ichi Kan- 
gyo was up Y59 or Y&3 per 
cent to Y774. 

Investors took the news as 
a positive sign for the bank- 
ing sector. Safcura gained 
Y15 to Y305. Daiwa was up 
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Y18 to Y232. and the Bank of 
Tokyo-Mitsubisbi pushed up 
Y69 to Y1.150. 

Securities stocks also ben- 
efited from the renewed opti- 
mism, gaining 4.S per cent 
overall. The construction 
sector improved L8 per cent 
after reports that the admin- 
istration might include hous- 
ing tax cuts in its stimulus 
package. 

Itochu, the trading house, 
improved YI3 to Y235 on 
news that it would take over 
the distribution operations 
of Family Mart the conve- 
nience store operator. 

In Osaka, the OSE index 
jumped 330 to 14.219. 


WELLINGTON surged fol- 
lowing a 421 per cent bounce 
for NZ Telecom, the market 
heavyweight, which rose 33 
cents to NZS8.0S. The 40 capi- 
tal index ended 71.19 or &8 
per cent higher at 1.949.74. 
Telstra gained 49 cents to 
NZ$7.64 on the first day's 
trading in fully paid form. 

SINGAPORE took its cue 
from the currency markets 
where the yen and the local 
dollar continued to gain 
ground. Property stocks 
responded to softening 
money markets with a sector 
gain of 9.1 per cent and 
broad market volume was 
busy at 769m shares. DBS 
Land rose 29 cents to SS2.13. 
The Straits Times index fin- 
ished 58J52 or 4.9 per cent 
higher at 1.263^2. 

KUALA LUMPUR closed 
sharply higher amid warrant 
buying by retail investors 
and window dressing by 
local funds. 

The composite index 
closed up 14.45 or 3.6 per 
cent at 419.75 following an 
announcement by the Secu- 
rities Commission that it 
would extend the exercise 
period Tor warrants listed on 
the stock exchange. 

Tin and plantation shares 
rallied on artive buying. The 


plantation index rose over 5 
per cent while the mining 
index added 7.7 per rent. 

JAKARTA closed higher 
on continued buying in some 
state-owned shares in spite 
of an uncertain political situ- 
ation in the country before 
the parliamentary assembly 
scheduled between Novem- 
ber 10 and 13. 

Dealers said a weaker 
rupiah prompted arbitrage- 
related buying in telecom- 
munications shares, but 
depressed sentiment in other 
second-line issues. 

The composite index 
closed 6.428 or 2.1 per cent 
higher at 307.198. 

State-owned heavyweight 
PT Telekomunikasi Indon- 
esia rose Rp25Q to Rp2,025 
while international call oper- 
ator PT Indosat gained 
Rp575 to Rp8,775 on news 
that the government was 
seeking to sell 14 per cent of 
its stake. 

BANGKOK pushed higher 
on gains in the banking sec- 
tor. The SET index closed 
3.64 higher at 334.93. The 
market was flooded with 
liquidity, dealers said, as 
many investors speculated 
that an easing of banks' 
investment restrictions 
might be on the way. 
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This major FT conference will provide a unique forum to review die ItberaUncion of die telecommunications 
sector hi Morocco and assess the new opportunities for foreign business and investment as the market 
opens up The Government has recently announced proposals for a second GSM licence and debate fs 
now focusing on the possible privatisation of Idssabt A! Maghrib, the scare controlled PTT. 

Given die need do increase telephone density significantly and modernise the 
existing infrastructure, the Moroccan market offers real business 
"• ° ’ '••• potential for investors, operators and suppliers. 
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To register NOW fax this form to us on: +44 (G) I 7 | 373 3067 or visit: www.ftconferences.com 
FT Conferences, Number One Southwark Bridge. London SEI 9HL, UK Tel: +44 (0)1 7 ) 373 30 OO 
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